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December 18, 1989

The Honorable Steve Cowper
Governor of Alaska

P.O. Box A

Juneau, AK 99811

Dear Governor Cowper:

it is my pleasure to submit to you the Annual Report of the Alaska Public Employees’
Retirement System (PERS) and Teachers' Retirement System (TRS).

This report shows the financial condition of both the PERS and TRS funds as of June 30,
1989. It has been prepared on the basis of standards set forth by the Governmental
Accounting Standards Board and Financial Accounting Standards Board and is submitted
in accordance with the requirements of Alaska Statutes 39.35.020(5) (PERS) and

14.25.030(4) (TRS).
Sincerely,

Frank S. Baxter, CPA
Commissioner
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Public Employees’ Retirement System
Teachers’ Retirement System
dJudicial Retirement Systern
Elected Public Otficers Retirement System
National Guard Retirement System
Territorial Retirement Systermn
Retirees' Voluntary Dental-Vision-Audio Plan

DEPARTMENT OF ADMINISTRATION Supplemental Benefils System
Group Heaith/Life Insurance Benetits
DIVISION OF RETIREMENT & BENEFITS Deferred Compensation Plan
PLEASE REPLY TO: Public Employers Social Security Contributions
O P.O.BOX CR O 707 EAST TUDOR ROAD, SUITE 240 STEVE COWPER. GOVERNOR
JUNEAU, ALASKA 99877-0203 ANCHORAGE, ALASKA 99503-7445
PHONE: (907)465-4460 PHONE: (907) 563-5885

December 18, 1989

Commissioner Frank 8. Baxter
Department of Administration
P.O.Box C

Juneau, AK 99811-0200

Dear Commissioner Baxter:

The Annual Financial Report of the Public Employees’ (PERS) and Teachers’ (TRS) Retirement Systems is
hereby submitted. The information presented in this report shows the results of operations and the finan-
cial condition of the two retirement funds for the fiscal year ending June 30, 1989. The financial statements
in this report are presented on the accrual basis of accounting in accordance with the Financial Accounting
Standards Board, Standard No. 35.

The report contains the financial statements, the audit report from the professional accounting firm of
Coopers & Lybrand, excerpts from the most recent actuarial valuations prepared by the system’s actuary,
William M. Mercer Meidinger Hansen, Inc., and the fiscal year investment report from the Commissioner of
Revenue, who is charged with the investment of the retirement funds. Also included is a statistical section
with tables and graphs reflecting historical infermation for each system.

The June 30, 1989, net assets available for benefits were $2,452,961,063 for the PERS, an increase of 15._5
percent over the previous year: and $1,545,876,885 for the TRS, an increase of 14.0 percent over the previous
year.

Additional information for the fiscal years ending June 30, 1987, through June 30, 1989, is provided in the
following table:

Number of participating employers

{reporting entities) 135 61 123 63 117 62
Number of participating

members 28,058 8,627 26,676 8,218 26,802 7,810

Number of retired members 6,967 3,098 6,702 2,972 5,668 2,401

Average Annual Retirement
Benefit $11.,472 $21,708 $11,328 $21,240 $11,073 $19,716

Average Annual Retiree Medical
Benefit $2,743 $2,743 $1,683 $1,683 $1,980 $1,980

1
Note: Please Include Your Sccial Security Number In All Correspondence & Requests Conceming Your Benefits.




Commissioner Frank S. Baxter -2- December 18, 1989

The PERS and TRS fall 1988 board meetings were held in Kodiak and Anchorage, respectively. The boards
approved the annual actuarial valuations and employer contribution rates at the spring meetings in Juneau.
The PERS Board also held special meetings to hear members’ appeals in Anchorage on January 24-25 and
June 29-30, 1989. The TRS Board held one special meeting in Juneau to conduct administrative business on
May 18-19, 1989,

The following legislation affecting the retirement systems passed during the 1989 legislative session:
¢  Chapter 58, SLA 1989, added new provisions which allow:

(1) PERS and TRS members to receive simultaneous PERS and TRS credit if they are concurrently
employed at least half-time in both the PERS and the TRS; and

(2) allow TRS members to receive PERS benefits for their service as elected public officials,

* Chapter 89, SLA 1989, established a Retirement Incentive Program (RIP) similar to one initially
adopted in 1986. The RIP is designed to encourage eligible PERS and TRS members to voluntarily
retire in order to reduce the cost of personal services and minimize the impact of workforce reductions.,

. Chapter 104, SLA 1989, established an optional University of Alaska retirement plan to allow certain
PERS and TRS members to participate in a defined contribution plan administered by the University
instead of participating in either the PERS or the TRS.

A copy of this report will be mailed to all PERS and TRS employers. The cooperation of those employers is
essential to the successful operation of the system.

Sincerely, M
Director

SS8/JJWitz

19/6/AFR89ILT.PM3/1-2

Enclosure
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Report of Igggpgnggn; Accountants

Division of Retirement and Benefits and
Members of the Alaska Public Employees'
Retirement Board

State of Alaska

Public Employees' Retirement System
Juneau, Alaska

We have audited the acceompanying statement of nat assets
available for benefits of the State of Alaska Public Employees!
Retirement System as of June 30, 1989, and the related statement
of changes in net assets available for benefits for the year then
ended. These financial statements are the responsibility of the
management of the State of Alaska, Departrent of Administration,
Division of Retirement and Benefits, Our responsibility is to
eéxpress an opinion on these financial statements based on our
audit. The financial statements of the State of Alaska Public
Employees! Retirement Systen as of June 30, 1988 were audited by
other auditors, whose repoxt, dated September 12, 1988, expressed
an unqualified opinion on those statements.

We conducted our audit in accordance with generally accepted
auditing standards. Those standards require that we rlan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatementz. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reamonable basis for our opinion.

In our opinion, the 1989 financial statements referred to ahove
present fairly, in all material respects, the net aasets
available for benefits as of June 30, 1989, and changes in net
assets available for benefits for the year then ended, in
conformity with generally accepted accounting principles.

The supplemental schedules of funding progress and revenues by
source and expenses by type are not a required part of the basic
financial statements of the State of Alaska Public Employees'
Retirement System but are required by the Governmental Accounting
Standards Roard. We have applied certain limited procedures,
which consisted Principally of inquiries of management regarding
the methods of measuremant and presentation of the supplementary
information. However, we did not audit this information and
express no apinien on it.

Cuctﬂ.\s & L\-\\’)’M

Anchorage, Alaska
September 10, 1989




STATE OF ALASKA

PUBLIC EMPLOYEES' RETIREMENT SYSTEM

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

June 30, 1989 and 1988

($000)

Assets:
Investments, at fair value:

Short-term investments
United States Government securities
Corporate bonds, notes, and debentures
Common stocks
Foreign stocks
Real estate equity funds

Total investments
Loans and mortgages, at cost, net of
allowance for loan losses of $6,382
in 1989 and $5,515 in 1988
Receivables:
Contributions
Retirement incentive program (Note 5)
Accrued interest and dividends
Total receivables
Cash in interest-bearing accounts
Total assets

Liability - accrued expenses

Net assets available for benefits

1989 1988
$ 20,100 § 23,432
1,059,796 874,896
269,548 225,931
665,998 556,880
148,654 138,421
2312449  _1.960.362
~-104638  __114.034
3,765 3,406
6,618 19,602
—=8975  ___26.402

39.358 49.41
1.065 1.710
2,457,510 2,126,416
4.548 2.721
$2,452,962 $2,123,695
L I

The accompanying notes are an integral part of the financial statements.




STATE OF ALASKA

PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
for the years ended June 30, 1989 and 1988

($000)

Additions:
Investment income:
Net appreciation (depreciation) in fair
value of investments (Note 2)
Interest
Dividends
Net realized gains on sales

Total investment income before provision
for losses on loans and mortgages

Provision for losses on loans and mortgages

Net investment income

Contributions:
State of Alaska and other employers (Note 4)
Employees (Note 4)
Retirement incentive program (Note 5):
State of Alaska and other employers
Employees

Total contributions
Total additions

Deductions:
Benefits paid:
Retirement
Medical

Total benefits paid

Refunds to terminated employees
Administrative expenses

Total deductions
Net increase

Net assets available for benefits:
Beginning of year

End of year

1989 1988
$ 108,088  $(112,755)
123,088 113,606
33,848 23,381
—238.584 — 18,775
303,608 43,007
867 1.294
78,932 75,072
65,104 65,331
33,695
1,401
144,036 175.499
446,777 __217212
82,389 73,964
—18.085 11376
100,454 85,340
11,188 11,409
— 5,868 — 6,964
~117.510  __103.713
329,267 113,499
2,123,605 -2.010,196
$2,452,962  $2,123,695
.| ]

The accompanying notes are an integral part of the financial statements.
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS

Description of State of Alaska Public Employees’ Retirement System (Plan):

The following brief description of the Plan is provided for general information purposes
only. Participants should refer to the Plan agreement for more complete information.

General

The Plan is the administrator of an agent multiple-employer public employee retirement
system established and administered by the State of Alaska (State) to provide pension
benetits for eligible State employees and employees of its local government. Benefitand
contribution provisions are established by State law and may be amended only by the
State Legislature. The Planis considered a part of the State financial reporting entity and
is included in the State’s financial reports as a pension trust fund. At June 30, 1989, the
number of participating local government employers were:

Municipalities 63
School districts 48
Other 21
Total employers 132

Inclusion in the Plan is a condition of employment for eligible State employees except,
as otherwise provided, for elected officers. Any local government in the State may elect
to have its permanent general, police, and fire department employees covered by the
Plan. AtJune 30, 1988, Pian membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to future benefits 8,600

Current employees:

General 24,349

Police and fire —a.327

Total 35i276
Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Description of State of Alaska Public Employees’ Retirement System (Plan}, con-
tinued:

General, continued

Current employees:
Vested:
General 12,191
Police and fire 1,505
Nonvested:
General 12,158
Police and fire —822
Total 26,676
L ]

Pension Benefits

Employees hired prior to July 1, 1986 with five or more years of credited service, are
entitled to annual pension benefits beginning at normal retirement age, fifty-five, or early
retirement at age fifty. For employees hired after June 30, 1986, the normal and early
retirement ages are sixty and fifty-five, respectively. The normal annual pension benefit
is based on years of service and average compensation. The benefit related to all years
ot service earned prior to July 1, 1986, and for years of service through a total of 10 years,
is equal to 2% of the participant's highest three-year average monthly compensation.
The benefit for over 10 years of service subsequent to June 30, 1986 is equal to 2-1/4%
of the member’s highest three-year average monthly compensation for the second ten
years and 2-1/2% for all remaining years of service. Employees with thirty or more years
of credited service (twenty years for peace officers and firemen) may retire at any age and
receive anormal benefit. Employees retiring prior to January 1, 1987 may elect to receive
their pension benefits in the form of a joint and survivor annuity. Beginning January 1,
1987, new retirees must receive their benefits in the form of a joint and survivor annuity
unless the member’s spouse agrees to another form of benefit. Minimum benefits for
employees eligible for retirement are $25 per month for each year of credited service.
Major medical benefits are provided without cost to all members first hired before July 1,
1986. Members first hired after June 30, 1986 may elect major medical benefits.

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Description of State of Alaska Public Employees’ Retirement System (Plan),
continued:

Death and Disability Benefits

It an active employee dies from occupational causes, the employee’'s spouse or
dependent children receive a monthly pension from the Plan. The amount of the pension
changes on the date the employee’s normal retirement would have occurred if the
employee had lived. The new benefit is based on the employee’s average base salary
at the time of his/her death and the credited service that would have occurred had the
employee lived and continued to work until normal retirement date. Nonoccupational
death benefits are paid based on years of service and consist of either a lump-sum benefit
or a joint and survivor option.

Active employees who become permanently disabled due to an occupational injury
receive disability payments until normal retirement age. At normal retirement age the
disabled participants begin receiving normal retirement benefits computed as though
they had been employed to normal retirement age with their annual compensation
remaining the same as at the time they became disabled.

Effect of Plan Termination

Should the Plan terminate at some future time, its net assets generally will not be
available on a pro rata basis to provide participants’ benefits. Whether a particular
participant’s accumulated Plan benefits will be paid depends on the priority of those
benefits at that time. Some benefits may be fully or partially provided for by the then
existing assets while other benefits may not be provided for at all.

Summary of Significant Accounting Policies:

Basis of Accounting

The Plan's financial statements are prepared using the accrual basis of accounting.

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:

Valuation of Investments

Investments, other than real estate equity fund and loans and mortgages, are carried at

market value to refiect their asset values as determined by the last quoted market price
at June 30, 1989 and 1988.

Real estate equity funds are stated at estimated market value as determined by the in-
dependent management of the investment accounts. These investments do not have a
readily available market and generally represent long-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased.
The policy of the Plan is to hold these investments until maturity and, accordingly, the in-
vestments are stated at cost, less an allowance for estimated loan losses. Loans and
mortgages include approximately $12,548,000 and $9,149,000 for 1989 and 1988,
respectively, of other real estate owned. Other real estate owned represents properties
on which the Plan has foreclosed and is holding with the intent to resaell.

The investment activity of all common stocks was consolidated October 1, 1987, with the
common stocks of other State funds to form a common stock pool. The activity from
October 1, 1987, and the June 30, 1989 and 1988 balances of this common stock pool
are accounted for on a unit-accounting basis. All income and realized and unrealized
gains are allocated monthly to each participating fund on a pro-rata ownership basis. All
income eared is included in dividend income. At June 30, 1989, the Plan’s investment
in the domestic equity pool is comprised of the following ($000):

Domestic equities $590,370
Interest and dividends receivables 1,887
Cash and cash equivalents —73.741
$665,998
|

Foreign stocks at June 30, 1989 are comprised of the following ($000):

Foreign equities $134,561
Cash and cash equivalents ..14.093
$148,654
L

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:
Valuation of Investments, continued

The Commissioner of Revenue has the statutory authority to invest the monies of the
Plan. This authority is delegated to investment officers of the Treasury Division of the
Department of Revenue. Alaska Statute provides for the investment in United States
Treasury or agency securities; corporate debt securities; preferred and common stock;
commercial paper; securities of foreign governments, agencies and corporations; foreign
time deposits; gold bullion; futures contracts for the purpose of hedging; real estate
investment trusts; deposits within Alaska savings and loans and mutual savings banks;
deposits with state and national banks in Alaska; guaranteed loans; notes collateralized
by mortgages; certificates of deposit and banker's acceptances.

To provide an indication of the levei of credit risk assumed by the Plan at June 30, 1989,
the Plan’s deposits and investments are categorized as follows:

Deposits

Category 1 - Insured or collateralized with securities held by the State or its custodian in
the State's name.

Category 2 - Collateralized with securities held by the pledging financial institution’s trust
department or custodian in the State’s name.

Category 3 - Uncollateratized.
Investments

Category 1 - Insured or registered for which the securities are held by the State or its
custodian in the State’s name.

Category 2 - Uninsured and unregistered investments for which the securities are held
by the broker’s or dealer's trust department or agent in the State's name.

Category 3 - Uninsured and unregistered investments for which the securities are held
by the broker’s or dealer’s trust department or agent but not in the State’s
name.

Continued
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STATE OF ALASKA

PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:

Investments, continued

Category ($000) Market Value
# #2 #3  (Carrying Value)

Deposits - cash $ 1,085 $ 1,065
investments:

Short-term investments 20,100 20,100

United States Government Securities 1,059,795 1,059,796

Carporate bonds, notes, and debentures 269,548 269,548

Common stocks 665,998 665,998

Foreign stocks $148,654 148,654

Real estate equity funds 148,353 S0 148353

$2,164,860 $148,654 $0 $2,313,514

L] ] —— |

Short-term investments above consist of repurchase agreements totaling $18,600 and
certificates of deposit totaling $1,500. Treasury investment policy requires that securities
underlying the repurchase agreements must have a minimum market value of 102% of

the cost of the repurchase agreement.

During 1989 and 1988, the Plan’s investments {including investments bought, sold, as
well as held during the year) appreciated (depreciated) in value as follows ($000):

United States Government securities
Corporate bonds, notes, and debentures
Common stocks

Foreign stocks

Real estate equity funds

Continued
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1989

$ 51,389

17,884
30,628
2,604

— 5583
$108,088

1988

$ (9,588)

(5,268)

(63,422)

(35,028)
551

$(112,755)




STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:
Investments, continued

The cost, market, and carrying values of the investments at June 30, 1989 are as follows
($000):

Carrying
Cost Market Value
Short-term investments $ 20,100 $ 20,100 $ 20,100

United States Government securities 970,156 1,059,796 1,059,796
Corporate bonds, notes,

and debentures 254,649 269,548 269,548
Common stocks 815,859 665,998 665,998
Foreign stocks 142,255 148,654 148,654
Real estate equity funds 133,649 148,353 148,353

l.oans and mortgages, net of
allowance for loan losses

of $6,382 104.638 111,740 104.638
$2,441,306 $2,424,189 $2,417,087
|

Contributions Receivabie

Contributions from employees and employers for service through June 30 are accrued.
These contributions are considered fully collectible and, accordingly, no allowance for
uncollectible receivables is considered necessary.

Accrued Interest and Dividends
Accrued interest and dividends represent amounts earned but not yet received as of
June 30. These amounts are considered fully collectible and, accordingly, no allow-

ance for uncoliectible receivables is considered necessary. Accrued interest on loans
and mortgages is not recorded until received.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Funding Status and Progress:

The amount shown below as “pension benefit obligation”, which is the actuarial present
value of credited projected benefits, is a standardized disclosure measure of the present
value of pension benefits, adjusted for the effects of projected salary increases,
estimated to be payable in the future as a result of employee service to date. This
measure is intended to help users assess the Plan’s funding status on a going-concern
basis, assess progress made in accumulating sufficient assets to pay benefits when due,
and make comparisons among plans. The measure is independent of the actuarial
funding method used to determine contributions to the Plan, discussed in Note 4 below.

The pension benefit obligation is determined by William M. Mercer Meidinger Hansen In-
corporated and is that amount that resuits from applying actuarial assumptions to adjust
the accumulated benefits to reflect the time value of money (through discounts for
interest) and the probability of payment (by means of decrements such as for death,
disability, withdrawal, or retirement) between the vaiuation date and the expected date
of payment. The significant actuarial assumptions used in the valuations as of June 30,
1988 are as follows:

a. Actuarial cost method - projected unit credit, unfunded accrued benefit liability
amortized over twenty-five years, funding surplus amortized over five years.

b.  Mortality basis - 1984 Unisex Pension Mortality Table set back one and one-half
years.

c.  Retirement age - retirement rates based cn actual experience.
d. Interestrate - 9% per annum, compounded annuaily, net of investment expenses.
e.  Health cost inflation - 9% per annum.

f.  Salary scale - increase of 6.5% for the first five years of employment and 5.5% per
year thereatfter.

g.  Cost of living allowance (domicile in Alaska) - 69% of those receiving benefits will
be eligible to receive the cost of living aflowance.

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Funding Status and Progress, continued:

h.  Contribution refunds - 100% of those terminating after age thirty-five with five or
more years of service will leave their contributions and thereby retain their deferred
vested benefit. All others who terminate are assumed to have their contributions
refunded.

i Asset valuation - three-year average ratio between market and book values of
assets, except that fixed income investments are carried at book value. Valuation
assets cannot be outside of the range of book and actuarial values.

Turnover and disability assumptions are based upon actual historical occurrence rates
ofthe Plan. The foregoing actuarial assumptions are based on the presumption that the
Plan will continue. Were the Plan to terminate, different actuarial assumptions and other
factors might be applicable in determining the actuarial present value of accumulated
benefits.

AtJune 30, 1988, the unfunded pension benefit obligation was $122.9 million, as follows
($ in millions):

Net assets available for benefits as of June 30, 1988,
at market, as more fully described in Note 2 $2.123.7

Pension benefit obligation:
Retirees and beneficiaries currently receiving benefits
and terminated employees not yet receiving benefits 997.4

Current employees:
Accumulated employee contributions including

altocated investment income 305.5
Employer-financed vested 787.2
Employer-financed nonvested —156.5

Total pension benefit obligation as of June 30, 1988 —2.2466

Unfunded pension benefit obligation as of June 30, 1988 E 122.9

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Contributions:
Employees’ Contributions

Prior to January 1, 1987, employees contributed 4-1/4% of their compensation, except
for peace officers and firemen, who contributed 5% of their compensation to the Plan. Be-
ginning January 1, 1987, contribution rates increased to 7.5% for peace officers and
firemen and 6.75% for other employees. Present employees’ accumulated contributions
atJune 30, 1989 were $326,950,000. Employees’ contributions earn interest at the rate
of 4-1/2% per annum, compounded semiannually. Contributions are collected by
employers and remitted to the Plan.

Employers’ Contributions

The Plan’s funding policy provides for periodic employer contributions at actuarially de-
termined rates that, expressed as percentages of annual covered payroll, are sufficient
to accumulate sufficient assets to pay benefits when due. Employer contribution rates
are level percentages of payroll and are determined using the projected unit credit
actuarial funding method. The Plan also uses the level percentage of payroll method to
amortize the unfunded liability over a twenty-five year period. Funding surpluses are
amortized over five years.

Contributions made in accordance with actuarially determined contribution requirements
determined through actuarial valuations consist of the following ($000):

1989 1988
State and other:
Employers $ 78,932 $ 75,072
Employee 65,104 65331
144 140.4
Normal cost $150,936 $146,859
Amortization of unfunded actuarial
accrued liability (surplus) {6.900) —{(6.456)
$144,036 $140,403
.| ]

Actuarial valuations for 1989 and 1988 were performed as of June 30, 1988 and 1986,
respectively.

Continued
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Contributions, continued:
Employers’ Contributions, continued

Significant actuarial assumptions used to compute contribution requirements are the
same as those used to compute the standardized measure of the pension benefit
obligation discussed in Note 3.

Retirement Incentive Program

Legislation passed in May 1986 established a retirement incentive program designed to
encourage eligible employees to voluntarily retire in order to reduce personne! service
costs. The program was available to eligible State employees until June 30, 1987,
eligible University of Alaska employees from Qctober 1, 1986 to September 30, 1987 and
all other members from January 1, 1987 to December 31, 1987.

The retirement incentive program receivable represents the reimbursement due from
agencies and employers participating in the program and is due in minimum equal annuat
instaliments so that the entire balance is paid within three years after the end of the fiscal
year in which members retired. Interest on unpaid balances began accruing at 7%,
compounded semiannually, August 31, 1988. The amount of reimbursement is the
actuarial equivalent of the difference between the benefits the member receives after the
addition of the retirement incentive under the program and the amount the member would
have received without the incentive, less any amount the participant was indebted as part
of retiring under the program. Participating peace officers or firemen were indebted 15%
and all other members 12.75% of their annual compensation for the calendar year in
which the member terminated employment to participate in the program. Any outstand-
ing indebtedness at the time a participant was appointed to retirement resulted in an
actuarial adjustment to his/her benefit.

The effect of the first retirement incentive program on the pension benefit obligation was
fully accounted for in the June 30, 1988 actuarial valuation.

Legislation passed in June 1989 established a second retirement incentive program.
The second program is available to members from September 30, 1989 through March
31, 1990. The terms and conditions of the second retirement incentive program are the
same as the first program described above except that the percentages used to
determine indebtedness to the Plan are as follows:

Police and fire members 22-1/2%
Other members 20-1/4%

20




STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Ten-year Historical Trend Information:

Ten-year historical trend information designed to provide information about the Plan’s
progress made in accumulating sufficient assets to pay benefits when due is presented
on the accompanying supplemental schedules of analysis of funding progress and
revenues by source and expense by type.

Contingent Liabilities:

The Plan was a party to an action contesting application of the early retirement factors
adopted by the Plan in the calculation of the pension benefits due retirees. The Alaska
Supreme Court ruled in 1987 that the Plan must use the most favorable early retirement
factor available when a member begins receiving a monthly benefit. While the suit only
specifically addressed early retirement factors, other actuarial retirement factors were
also affected. As a result of the suit, the Plan estimates that the actuarial present value
of the pension benefit obligation, as reported at June 30, 1988, will increase by
approximately $35,000,000. A benefit recalculation project for affected retirees was
completed in fiscal year 1989. Included in retirement benefits in the statement of
changes in net assets available for benefits for the year ended June 30, 1989 is
$6,330,000, in retroactive payments as a result of the recalculations.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

REQUIRED SUPPLEMENTARY INFORMATION
ANALYSIS OF FUNDING PROGRESS

(Unaudited)
($000)
Untunded
(Assets in
Excess of)
Pension
Unfunded Benefit
(Assets in Obligation
Excess of) as of
Year Pansion Pension Annuai Percantage
Ended Net Assats Benefit Percentage Benefit Covered of Covered
June3d0  Available Obligation —Funded . Obligation Payroll LPayroll .
1985 $1,295,536 $1,446,672 89.6% $ 151,136 $ 830,579 18.2%
1986 1,739,843 1,556,610 111.8 (183,233) 890,002 (20.6)
1987 2,010,198 1,905,005 105.5 (105,191) 891,302 (11.8)
1988 2,123,695 2,246,583 94.5 122,888 908,363 13.5

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation,
and unfunded pension benefit obligation in isolation can be misleading. Expressing the net
assets available for benefits as a percentage of the pension benefit obligation provides one
indication of the Plan’s funding status on a going-concern basis. Analysis of this percentage
over time indicates whether the Plan is becoming financiaily stronger or weaker. Generally, the
greater this percentage, the stronger the plan. Trends in unfunded pension benefit obligation
and annual covered payroll are both affected by inflation. Expressing the unfunded pension
benefit obligation as a percentage of annual covered payroll approximately adjusts for the
effects of inflation and aids analysis of the Plan’s progress made in accumulating sufficient
assets to pay benefits when due. Generally, the smaller this percentage, the stronger the plan.

See notes to financial statements.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

REQUIRED SUPPLEMENTARY INFORMATION
REVENUES BY SOURCE AND EXPENSES BY TYPE
(Unaudited)

($000)

Revenues By Sources

Unrealized
Appreclation
Year Ended Employee Employer Investment {Depreciation)
~une 30 Contributions Contributions _Income  InMarket Value Jotal
1979 $ 17,631 $ 47,614 $ 25,389 $ 1,121 $ 91,755
1880 20,898 56,236 37,696 (4,990) 109,840
1981 24,321 71,833 50,633 (23,940) 122,847
1982 28,918 88,332 51,757 (16,725} 152,282
1983 32,595 99,727 86,002 53,099 271,423
1984 36,765 114,245 101,371 (74,541) 177,840
1985 39,577 123,466 112,261 117,733 393,037
1986 42,626 127,727 182,140 159,873 512,366
1987 51,879 103,718 225,792 (27,799) 353,591
1988 66,732 108,767 154,468 {(112,755) 217,212
Expenses By Type
Refunds to
Retirement Medical Terminated Administrative
_Benefits Benefits Empiloyees  _Expenses Jotal
1979 $13,249 $ 1,698 54,979 $ 808 $20,734
1980 16,051 1,725 5,759 856 24,391
1981 19,710 3,094 7,802 1,292 31,898
1982 24,062 3,375 7,205 1,611 36,253
1983 28,401 4,541 7,683 2,342 42,967
1984 33,080 6,939 8,923 1,776 50,698
1985 39,487 8,350 9,553 3,813 62,203
1986 45,918 9,411 9,165 3,567 68,059
1987 57,473 10,256 10,524 4,985 83,238
1988 73,964 11,376 11,409 6,964 103,713

Contributions were made in accordance with actuarially determined contribution requirements.

See notes to financial statements.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

(Unaudited)

All significant accounting policies, benefit provisions and actuarial assumptions are the same
for the required supplementary information and the financial statements except as follows:

The Plan’s actuarial funding method for the years ended June 30, 1979
through June 30, 1984, was attained age normal. Effective July 1, 1984
the Plan adopted the projected unit credit actuarial funding method.

Effective July 1, 1980, the Plan adopted new actuarial assumptions. The
assumed rate of interest was increased from 6% to 8% per year. The
salary scale assumption was changed from 6% per year until age thirty-
nine and 5% per year thereafter to 8% for the first five years of employment
and 7% thereafter. Health care costinflation was set at 8%. Turnover and
disability assumptions were revised based upon actual experience in
1980 through 1981.

Effective July 1, 19886, the Plan adopted new actuarial assumptions.
Actuarial funding surpluses are amortized over five years rather than
twenty-five years. The assumed rate of interest was increased from 8%
to 9% per year. The salary scale assumption was lowered to 6.5% per
year for the first five years of employment and 5.5% per year thereafter,
down from 8% and 7%, respectively. Health care cost inflation was
increased to 9% rather than 8%. Turnover and disability assumptions
were revised based on actual experience in 1981 through 1985.

The Plan's actuarial valuations were performed as of January 1 for 1979
and 1980.
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Willlam M. Mercer Meidinger Hansen, Incarporated

HIGHLIGHTS

This report has been prepared by William M. Mercer Meidinger Hansen,
Incorporated to:

(1) present the results of a valuation of the Alaska Public
Employees' Retirement System as of June 30, 1988;

(2} review experience under the plan for the year ended June
30, 1988;

{(3) determine the contribution rates for the State and for each
political subdivision in the system;

(4) provide reporting and disclosure information for financial
statements, governmental agencies, and other interested
parties. '

The report is divided into two sections. Section 1 describes the basis
of the valuation, It summarizes the plan provisions, provides
information relating to the plan participants, and describes the
funding methods and actuarial assumptions used in determining
Tiabilities and costs.

Section 2 contains the results of the valuation. It includes the
experience of the plan during the 1987-88 plan year, the current annual
costs, and reporting and disclosure information.

The principle results are as follows:

1987 1588
Funding Status as of June 30:
(a) Vvaluation Assets* $1,898,253 $2,088,428
(b) Accrued Liability* 1,905,005 2,246,583
(c) Funding Ratio,
(a) 7 (b) 99.6% 93.0%
Contributions for Fiscal Year: 1990 1991
{a) Consolidated Rate 9.23% 10.37%
{b)  Average Past Service Rate L07% 1.63%
{c) Average Total Contribution Rate 9.30% 12.00%

* In thousands.
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William M. Mercer Meidinger Hansen, Incorporated

In preparing this valuation, we have employed generally accepted
actuarial methods and assumptions, in conjunction with employee data
provided to us by the plan sponsor and financial information provided
by Peat, Marwick, Main & Company, to determine a sound value for the
plan liabilities. We believe that this value and the method suggested
for funding it are in full compliance with the Governmental Accounting
Standards Board, the Internal Revenue Code, and all applicable
regulations.

Respectfully submitted,

Robert F. Richardson, ASA Brian R. McGee, FSA
Principal Principal
RFR/BRM/js

March 30, 1984
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The results of this year’s actuarial valuation for the PERS show a decrease in the funding ratio,
and a very large increase in the average employer contribution rate. These changes can be
explained by the four major deviations of actual experience in FY 88 from our actuarial
assumptions. Overall, there was an actuarial loss during the year of $178,121,000, or 7.9%
of the accrued liability.

Retiree Medical Insurance

Last year there was an actuarial loss of $118,947,000 due to the large increase in retiree
medical premiums. More importantly, from a cost point of view, this increase resulted in a
5.66% increase in the employer contribution rate.

An analysis of retiree medical claims for the past two years shows a decrease in hospital
admissions and hospital days per retiree per year, for both under and over age 65. However,
total hospital expenses per retiree during these two years increased 18% for retirees over age
63, and 36% for those under age 65.

For many years, we have commented on the substantial increases in retiree medicgl .insura_nce
premiums. The following table summarizes the monthly premium, per benefit recipient, since
retiree medical became a benefit of the PERS.

1977 $34.75 - -
1978 57.64 66% -
1979 69.10 20% 20%
1980 64.70 - 6% 6%
1981 96.34 49% 19%
1982 96.34 0% 14%
1883 115.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 - 2% 12%
1988 140.25 -15% 9%
1889 211.22 51% 13%
1990 252.83 20% 13%

In FY 88, the upward spiral of retiree health insurance premiums reversed. At the time it was
felt that some of this decrease was due to the cost containment measures which were
established and some was due to a correction from the prior year’s increase. This downward
trend continued in 1987 and 1988. Unfortunately, medical premiums for retirees have once
again reversed with an 80% increase in the last two years.
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Certainly some of this increase is due to the influx of retirees from the Retirement Incentive
Program. While the initial cost of medical care for employees retiring under the RIP is being
paid by employers, the 80% increase in premiums was not anticipated in the costfigures. The
difference between current medical premiums and those used in the RIP cost figures increased
the System’s liabilities by $30,740,000.

Also, many of the new retirees are under age 65 with correspondingly higher medical costs.
This is because Medicare offsets much of the medical cost after a retiree reaches age 65.
During the next few years, the percentage of retirees over age 65 should increase, relieving
some of the upward pressure on retiree medical premiums.

The chart on page 5 shows medical claims for pre-65 retirees increasing faster than claims for
post-65 retirees. This may reflect the impact of DRG reimbursement holding down claims for
retirees over age 65 and eligible for Medicare, and a “cost shift" toward retirees under age 65
and not eligible for Medicare.

Investment Performance

The effect of “Black Monday"” on stock market prices was still felt by the equity portion of the
PERS portfolio by the end of the fiscal year. Based upon the fund's market value, the
investment return during the year was only 2.04%. Valuation assets are based upon a three-
year smoothing of actuarial values. Nevertheless, investment return based upon valuation
assets was only 6.12% during the year. The net result was an actuarial loss from investment
sources of $55,684,000.

Retirement Incentive Program

Primarity due to the Retirement Incentive Program, the number of retirees in the Public
Employees’ Retirement System increased more than 44% during the last two years. Almgst
7% of all active employees took advantage of the RIP and retired earlier with larger benefits.

The cost of the RIP is being paid by employers based on the actuarial value of the extra
benefits, calculated individually for each empioyee who elected to retire under the Program.
This cost is being paid over a three-year period. Based on historical averages, it was assumed
in the RIP cost calculations that 69% of all retirees would reside in Alaska and receive the 10%
C.O.L.A. in the first few years of retirement, a much higher percentage of retirees reside in
Alaska. This means high liabilities for recent retirees, which decrease over time as retirees
leave the State. This phenomenon resulted in additional liabilities this year associated with the
RIP of approximately $3.3 million. This liability is expected to decrease as these RIP retirees
leave the state. I the original assumptions are met, the total cost to the System is projected
to equal the actuarial value paid by employers for the RIP.

Salary Increases
Somewhat offsetting the above-mentioned actuarial losses was an actuarial gain from salary

increases which were less than anticipated. The actuarial gain from these less-than-
anticipated salary increases was $18,488,000.
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Summary

With a net actuarial loss of over $178,000,000 and a substantial increase in retiree medical
insurance premiums, FY 88 was not a good year financially for the PERS. The funding ratio
decreased and most employer contribution rates showed a large increase. Nevertheless, the
Plan is very well funded by all standards, as indicated by the 93.0% funding ratio.
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Effective Date

January 1, 1961, with amendments through June 30, 1988. The Hammond vs. Hoffbeck
Supreme Court decision, rendered in 1981, may have an effect on certain benefits for
police/fire members hired before July 1, 1976. HB 252 may have a significant effect on
certain benefits for members first hired prior to July 1, 1986.

Administration of Pian
The Commissioner of Administration is responsible for administration of the System, the
Public Employees’ Retirement Board adopts rules and regulations to carry out provisions
of the Act, and the Commissioner of Revenue invests the Fund. The Attorney General
is the attorney for the System and represents it in legal proceedings.

Employers Included

State of Alaska, and any politicat subdivision, and/or public organization who so elects
to join the system.

Employees Included

All permanent full-time or part-time employees of the State and participating political sub-
divisions, exclusive of those covered by the Alaska Teachers' Retirement System, the
Alaska Judicial Retirement System, or any employee on whose behalf the State is
making contributions to another retirement system. Elected officials may elect to
participate at their option if they do not participate in the Elected Public Officers
Retirement System.

Service Considered

Future:

The later of hire, January 1, 1961, or date of employer's participation in the System,
to date of termination, death, or retirement.

Up to five years of military service may be recognized if claimed, verified, and
appropriate employee contribution paid.

Permanent part-time employees receive service credit on a pro-rata basis.
Past:
Service credit for employment with the State and Territory prior to January 1, 1961,

if the employee completes three years of State employment after January 1, 1961,
and is employed before January 1, 1980.
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Service credit for employment as an elected official prior to January 1, 1981, if the
elected official makes the required contributions.

Service credit for employment with the Alaska Bureau of Indian Affairs if the
employee is not eligible for a benefit from the Civil Service Retirement System,
makes the required contributions, and meets eligibility requirements under the law.

Service credit for temporary employment if the employee is vested. The cost for
claiming temporary service is the full actuarial amount.

Average Monthly Compensation

Total compensation during three consecutive payroll years of credited service which yield
the highest average monthly compensation (total compensation during period divided by
number of months included; a member must have a minimum of 115 days of credited
service in the last of the three payroll years).

Employer Contributions

Separate contribution rate for each employer equal to the sum of:

(@) Consolidated Rate

A uniform rate for all participating employers sufficient to amortize all future service
liabilities (less value of employee contributions) over the future working lifetimes of
the covered group.

{b) Past Service Rate

A rate determined separately for each employer sufficient to amortize such
employer's unfunded past service liability with level payments over 25 years. Any
funding surplus is amortized over five years.

Employee Contributions

Mandatory Employee Contributions: Police & Fire - 7.50%
Other - 6.75%

Note: Prior to January 1, 1987, rates were 5.00% and 4.25%.

Interest Credited:  4.5% compounded semiannually on June 30 and
December 31.

Refund at Termination (no vesting): Return of voluntary and mandatory contril:?u-
tions with interest and any indebtedness prin-
cipal and interest payments.

Refund at Death:  If no survivor's pension payable, return of voluntary and mandatory
contributions with interest.
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(1)

Normal Retirement Benefit

Eligibility: The first of the month following the earlier of: age 60 (age 55 for members
who participated before July 1, 1986) with five or more years of fully-paid
credited service; or 20 years of fully-paid credited service - Police & Fire, or
30 years of fully-paid credited service - Other.

Type: Lite only, level income, or optional joint and survivor benefit (actuarially
reduced).

Amount:
Others: 2% of Average Monthly Compensation for the first ten years of service,
2.25% for the next ten years, and 2.5% for all remaining years. Service
before July 1, 1986 is credited at 2%.

Police & Fire: 2% of Average Monthly Compensation for the first ten years of
service plus 2.5% for years of service in excess of ten.

Minimum Benefit: $25.00 per month for each year of credited service.
Early Retirement Benefit

Eligibility: Age 55 (age 50 for members who participated before July 1, 1986} and five
or more years of fully-paid credited service - all employees.

Type: Life only, level income, or optional joint and survivor benefit (actuarially
reduced). '

Amount: Actuarial equivalent of Normal Retirement Benefit based on service and com-
pensation to Early Retirement Date.

Deferred Vested Benefit

Eligibility:  Five or more years of credited service, withdrawal of employee contributions
voids vested rights.

Type: Life only, level income, or joint and survivor benefit {actuarially reduced).
Amount:  Monthly benefit begins on employee’'s Normal Retirement Date. Amount

determined the same as Normal Retirement Benefit taking into account
compensation and service prior to termination.
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(12) Disabllity Benefit

(13)

Occupational Disability:

Eligibility:
Type:

Amount:

No age or service requirements.
Monthly benefit payable until death, recovery, or normal retirement.

40% of gross monthly compensation (66-2/3% for police/fire members who
participated before July 1, 1976, offset by any workers compensation) at date
of disability. The benefit terminates upon attaining Normal Retirement eligi-
bility, with Normal Retirement Benefits commencing at thattime. The period
of time on occupational disability is time credited toward Normal Retirement
Benefits.

Non-Occupational Disability:

Eligibility:
Type:

Amount:

Five or more years of credited service.
Monthly benefit payable untit death, recovery, or normal retirement.

Same formula used for Normal Retirement Benefits. The benefit terminates
upon attaining Normai Retirement eligibility, with Normal Retirement Benefits
commencing at that time. The period of time on non-occupational disability
is not credited toward Normal Retirement Benefits.

Death Benefit Before Retirement

Occupational:  No age or service requirements.

Benefit;

40% (66-2/3% for police/fire members who participated before July 1, 1976)
of gross monthly compensation at date of death or disability, if earlier. Atthe
member's Normai Retirement Date, the benefit converts to a normal retire-
ment benefit based on pay at date of disability or death and credited service,
including period from date of disability or death to Normal Retirement Date.

Non-Occupational: ~ With less than one year of credited service, the death benefit is the

participant’s contributions with interest. With more than one but
less than five years of credited service, the death benefitis a lump-
sum of $1,000 plus $100 for each completed year of credited
service and the participant's contributions with interest. Alterna-
tively, aretirementbenefit to the spouse is available at death of the
member after five years of credited service, based on a 50%
Joint and Survivor equivalent of the accrued Normal Retirement
Benefit.
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(15)

(16)

(17)

Death Benefits After Retirement

The employee's beneficiary receives a lump sum equal to the excess of his contribution
accountimmediately prior to retirement over the sum of the pension payments previously
received by the employee. However, if the employee elected one of the joint and survivor
options (50%, 66-2/3% or 75%) at retirement, an eligible spouse would receive a
continuing monthly benefit for the rest of his or her life.

Post-Retirement Pension Adjustment

Post-Retirement pension Adjustment will be made each year based upon the increase
in CPI for the prior year. The increase in the total current benefit, excluding the Cost-of-
Living Allowance (COLA), will be:

(1) 75% of the CPlincrease (not to exceed 9%) for recipients who are at least age 65
or on PERS disability; or

(2) 50% of the CPlincrease (not to exceed 6%) for recipients who are at least age _60
but under 65, and for recipients who have been receiving benefits for at least five
years but are under age 60.

(There are ad hoc PRPA's up to 4% for those hired before July 1, 1986).

Cost-of-Living Allowance

Starting at age 65, a retired employee who remains in Alaska is eligible for an _additiongl

allowance, equal to 10% of the base retirement benefit, or $50 per month, whichever is

greater (COLA for those hired before July 1, 1986, regardiess of age).

Optional Employee Savings Account

An employee can voluntarily contribute up to 5% of his compensation. This amount is
recorded in a separate account and is payable:

(@) Inthe event of termination before retirement for any reason other than death, as a
lump sum to the employee,

(b) In the event of termination on account of death, as a lump sum to the employee’s
beneficiary,

{c) Onretirement, as a lump sum, life annuity on cash refund basis or installments over
limited period.
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Active Members
{1)  Number 25,803 27,183 27,643 26,762 26,676
(2) Average Age 38.39 38.65 39.21 39.53 39.67
(3) Average Credited

Service 5.31 5.51 5.96 6.32 6.45
{4) Average Annual

Salary $30,317 $30,555 $32,200 $33,305 $34,052
Retirees and Beneficiaries
{t} Number 3,859 4317 4,657 5,651 6,702
(2) Average Age 63.80 63.82 64.05 60.39 62.82
(3} Average Monthly

Benefit

Base $ 625 $ 656 $ 674 $ 753 $ 791

C.O.LA. 51 54 55 62 64

P.R.P.A. 74 126 110 110 90

TOTAL 750 836 839 925 945
Vested Terminations
(1}  Number 1,333 1,525 1,766 1,921 1,898
(2) Average Age 45.74 4585 45.50 4533 42.77
{3) Average Monthly

Benefit $ 368 $ 397 $ 419 $ 425 $ 504
Non-Vested Termlnations With Account Balances
{1} Number 7,849 7,945 8,155 3,965 3,101
(2) Average Account

Balance $ 426 $ 471 $ 544 $ 1,114 $ 2,100
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Active Police & Fire

(1} Number 2,366 2,407 2,371 2,319 2,327
(2) Average Age 36.24 36.78 37.54 37.86 38.35
(3) Average Credited
' Service 6.79 719 7.88 8.05 8.16

{4) Average Annual

Salary $37.666 $38,380 $42.825 $43,484 $43,947
(5 Number Vested 1,206 1,260 1,359 1,433 1,505
(6) Percent Who

Are Vested 51.0% 52.3% 57.3% 61.8% 64.7%
Active “Other” Members
(1}  Number 23,437 24,776 25,272 24,443 24,349
(2} Average Age 38.61 38.83 39.37 39.69 39.80
{3) Average Credited

Service 5.16 5.35 5.78 6.16 6.29
(4) Average Annual

Salary $29,575 $29,795 $31,203 $32,339 $33,106
{5} Number Vested 9,770 10,822 10,964 11,664 12,191
(68) Percent Who

Are Vested 41.7% 43.7% 43.4 47 7% 50.1%
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Normal Retirement

Number, June 30, 1987
Net Change During FY88
Number, June 30, 1988
Average Age At Retirement
Average Age Now

- Average Monthly Benefit

Surviving Spouse’s Benefits

Number, June 30, 1987
Net Change During FY 88
Number, June 30, 1988
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Survivor's Benefits

Number, June 30, 1987
Net Change During FY88
Number, June 30, 1988
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Disabilities

Number, June 30, 1987
Net Change During FY88
Number, June 30, 1988
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Total Number of Retirees

Police & Fire

37

264

64

328

50.17
54.87
$2,174.25

Lh

0

11

47.05
54.50

$ 801.25

14

0

14

27.93
38.62
$1,596.00

26

8

34

39.52
44.78
$1,734.25

387

“Other”

4,952
892
5,844
58.14
63.90

$ 893.92

280

62

342
52.33
60.33

$ 498.58

21

0

21

42.30
56.39

$ 839.33

83

25

108

43.30
47.23
$1,034.25

6,315




Valuation of Liabilities

A.

Actuarial Method - Projected Unit Credit. Liabilities and contributions shown in the
report are computed using the Projected Unit Credit method of funding. The unfunded
accrued benefit liability is amortized over 25 years. Actuarial funding surpluses are am-
ortized over five years.

The objective under this method is to fund each participant's benefits under the plan as
they accrue. Thus, each participant's total pension projected to retirement with salary
scale is broken down into units, each associated with a year of past or future service. The
principle underlying the method is that each unit is funded in the year for which it is cred-
ited. Typically, when the method is introduced there will be an initial liability for benefits
credited for service prior to that date, and to the extent that this liability is not covered by
Assets of the Plan there is an Unfunded Liability to be funded over a chosen period in ac-
cordance with an amortization scheduls.

An Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over
the Assets of the Plan. The level annual payment to be made over a stipulated number
of years to amortize the Unfunded Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited
with respect to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumeq in_t_he
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject to amortization.

Actuarial Assumptions -

1. Interest 9% per year, compounded annually, net of expenses.

2. Salary Scale 6.5% per year for the first five years of employment and
5.5% per year thereafter.

3. Heaith Cost Inflation 9% per year.

4. Mortality 1984 Unisex Pension Mortality Table set back 1-1/2
years.

5. Turnover Based upon the 1981-85 actual total turnover experi-

ence. (See Table 1).
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10.

11.

Disability

Retirement Age

Spouse’s Age

Contribution Refunds

C.O.LA.

Expenses

Valuation of Assets

Incidence rates in accordance with Table 2. Post-disabil-
ity mortality in accordance with rates published by the
Pension Benefit Guaranty Corporation to reflect mortal-
ity of those receiving disability benefits under Social
Security. Disabilities are assumed to be occupational
85% of the time for Police/Fire, 35% for “Others”.

Retirement rates based on actual experience in accor-
dance with Table 3.

Wives are assumed to be four years younger than
husbands.

100% of those terminating after age 35 with five or more
years of service will leave their contributions in the fund
and thereby retain their deferred vested benefit. All
others who terminate are assumed to have their contri-
butions refunded.

69% of those receiving retirement benefits at an age
which is eligible for C.O.L.A., will receive C.O.LA.

Expenses are covered in the interest assumption.

Based upon the three-year average ratio between market and book vaiues of the System's
assets, except that fixed income investments are carried at book value. Assets are accounted
for on an accrued basis. Valuation assets cannot be outside the range of book and actuarial

values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-
85 cost and lower post-65 cost (due to Medicare) were assumed such that the total rate for all
retirees equals the present premium rate. These medical premiums are then increased with
the health inflation assumption. The actuarial cost method used for funding retirement benefits

is also used to fund health benefits.

For FY 89, the pre-65 monthly premium is $267.43 and the post-65 premium is $76.37,
based on a total blended premium of $211.22.
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INVESTMENT SECTION







04-D2LH

STEVE COWPER, GOVERNOR

v P.O. BOX S
DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
PHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER TELEFAX: (907) 465-2389

December 1, 1989

To the Participating Employees and Employers of
The Alaska Public Employees’ Retirement System

Dear Members:

I am pleased to provide to you the Public Employees’ Retirement Trust Fund 1989
Investment Report.

The report describes the nature, management, and investment policy of the fund and
presents the investment results for the fiscal year ending June 30, 1989 and the preceding
four fiscal years. The report is included in the Annual Report of the Alaska Public
Employees’ Retirement System and Teachers’ Retirement System published by the
Department of Administration pursuant to Alaska Statutes 39.35.020(5) and 14.25.030(4).

Commissioner

HM/MB/mem
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PUBLIC EMPLOYEES’ RETIREMENT TRUST FUND
1989 Investment Report

Creation, Purpose, and Nature of the Fund

The Public Employees’ Retirement Trust Fund is established by Alaska Statutes 39.35.020(6).
The fund holds the assets of the Public Employees’ Retirement System. These assets are
comprised of investments of various kinds, including stocks, bonds, and real estate. The fund
was created as a means of paying retirement and other benefits to employees participating in
the retirement plan administered under the Public Employees’ Retirement System. The retire-
ment plan is a defined benefit plan in which benefit levels are determined by length of
employment and highest average salary of each employee. The plan is a joint-contributory
plan in which both employee and employer make continuing contributions, calculated as a
percentage of current salary. Employee contribution percentages are fixed by statute.
Employer contributions are determined by annual evaluations of the fund by a consulting
actuary. The plan is considered to be perpetual because it applies to future as well as current
employees and because the employers (state and municipal governments or political subdi-
visions) are perpetual in nature.

The assets of the fund came into being and have grown because employers and employees
have paid more into the fund in the form of contributions than has been paid out in benefits.
Investment returns have further increased the fund’s assets. Contributions currently exceed
benefits by design, in order to be able to make the benefit payments that can reasonably be
expectedinthe future. These projections of future benefit payments are one of the mainfactors
estimated by the actuary in determining employer contribution rates. The other main factors
are the amount of assets in the fund and the expected future returns on investments. Future
benefits will be much larger than benefits paid today because of past and future growth in the
number of employees, in their salaries, and in health care costs for retirees.

Participating employers are bound by the Alaska Constitution to pay the plan's benefits.
Although benefits could be paid on a pay-as-you-go basis, the existence of a fund serves two
purposes. Forthe employer, it smooths out over time the burden of paying these benefits, just
like mortgage payments smooth out the burden of buying a house. For the employee, it
provides insurance that employers will meet their obligations.

Trust Stature of the Fund

Itis this insurance function which has caused the fund to be designated by Alaska law as a trust
fund. Under common law, a trust fund is a fund which can only be used in the interests of
persons designated by the creator of the fund as beneficiaries. Of course, in the case of the
Public Empioyees’ Retirement Trust Fund, the beneficiaries are the employees, and have
been so designated by the State in the laws creating the fund.

Asatrustfund, it would be legally suspect for the State, or a municipal employer for that matter,
to withdraw money from the fund to use for purposes other than paying benefits. Even
undertunding or deferring of an employer's contributions would be guestionable, based on
Article I, Section 7 of the Alaska Constitution. This constitutional provision places a
contractual obligation on employers to pay these benefits.
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Perhaps most telling in regards to this obligation is the Alaska Supreme Court’s decision in
Hammond vs. Hoffheck. This decision limits public employers’ ability to diminish even benefits
that could be, but have not yet been earned, by an existing employee. The Hammond vs.

Hoffbeck decision is also based on Article 11, Section 7 of the Alaska Constitution. This section
reads:

“Membership in employee retirement systems of the State or its
political subdivisions shall constitute a contractual relationship. Accrued
benefits of these systems shall not be diminished or impaired.”

Another reason for establishing and maintaining the fund as a trust is provided by the IRS. The
federal tax code allows employee contributions to such funds and the earnings of such funds
to be exempt from federal income taxes only if the fund is a trust “for the exclusive benefit’ of
employees. This actually amounts to a deferral of taxes since retirees are taxed on retirement
benefit payments they may ultimately receive.

Thus, the Public Employees’ Retirement Trust Fund is a fund that must be managed solely with
the employee in mind. A strong array of provisions in the Alaska Constitution, common law,
Alaska Statutes, and federal tax code places the force of law behind this obligation.

Management of the Fund

Alaska Statutes 39.35.080 designates the Commissioner of Revenue as the treasurer of the
system and the fiduciary of the fund. As the sole fiduciary, the Commissioner is solely
responsible and accountable for the investment of the fund.

The fiduciary for a trust fund, also known as a trustee, is subject to two principal duties under
common law -- a duty of prudence and a duty of loyalty. The duty of prudence requires the
trustee to exercise a degree of care in managing investments that would be used by a person
of ordinary prudence in managing their own investments. The duty of loyalty requires the
trustee to act only in the best interests of the beneficiaries. Alaska law has reformulated these
duties to higher and more demanding standards and made them specifically applicable to the
Public Employees’ Retirement Trust Fund. These statutory standards require the fiduciary to
exercise the standard of care required of a professional institutiona! investor managing large
investments under a trust relationship and to act only in the best financial interests of the
beneficiaries.

The importance of observing these fiduciary duties is underscored by Alaska Statutes holding
the Commissioner, or a designee, personally liable for breaches. The Commissioner may
delegate investment responsibilities to State officers or employees or to independent firms,
banks, or trust companies. Even so, the Commissioner remains potentially tiable through
failure to act in response to, knowledge of, or knowing participation in, breaches by designees
who have been delegated investment powers.

As permitted by the statutes, the Commissioner has delegated investment responsibilities to
both departmental staff and independent firms or financial institutions. State investment
officers of the Treasury Division of the Department of Revenue manage fixed income
investments. These include corporate and government bonds, money market investments,
and real estate mortgages, the latter through financia! institutions and mortgage lending
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companies on contract as seller/servicers. Domestic and international corporate stock
investments are managed by investment adviser firms under contracts which grant them full
discretion for investment decisions. Real estate equity investments are managed by real
estate adviser firms through pools in which the Public Employees’ Retirement Trust Fund has
invested along with other tax-exempt funds.

Treasury investment officers are subject to certain professional accreditation requirements
and also must conform to “The Code of Ethics and Standards of Professional Conduct” of the
Financial Analysts Federation as well as the Alaska Executive Branch Ethics Act.

Investment Policy

As fiduciary, the Commissioner is charged by statute with determining the investment
objectives and policy for the fund. In so doing, the Commissioner must consider both the
assets and liabilities of the system both now and in the future.

One of the means for considering the current and future condition of the system is provided by
long-range projections, prepared by the system’s actuary and contained in Table |. Table |
incorporates the same assumptions used by the actuary in determining contribution rates.
Under these assumptions, total contributions currently and for the foreseeable future exceed
benefit payments. Thus, the fund could be expected to experience no net outflow and should
continue to grow in size for along period of time. Sensitivity analyses ofthe projections indicate
there may be some chance that a small portion of investment earnings (no more than one-
tenth) would be needed after fiscal year 1996 to cover benefit payments. Even in such cases,
the size of the fund and its earnings would continue to grow.

Further insight into the current and probable future condition of the system can be gained from
examining Table Il. The system has a less than average percentage of retired members and
years of credited service per member. This seconds the idea that net cash inflows should
continue for some time.

The table also indicates that the system is extremely well funded, its assets being only 7.0%
short of accrued benefits, compared to 19.5% short for U.S. public pension funds on average.
The higher than average spread of the assumed rate of return over salary increases is based
on the substantial portion (39 percent) of the fund invested in equities, with their higher than
average expected returns, balanced by a relatively high book yield of 9.86 percent on the
remaining fixed income portion of the fund. The assumed spread also reflects the dimmer
prospects for salary increases as State petroleum revenues decline and budgets tighten.
Thus, the fund is in very good condition and can expect to do well in the next few years with
only a small and somewhat uncertain need for cash flow from investments to pay benefits.
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Average Age of Active Members 39.67 40.7

Average Years of Credited Service 6.45 10.8
% of Total Members Retired 20.1% 26.6%
% of Active Members Vested 51.3% 50.5%
Period in Years to Amortize

Unfunded Accrued Benefits 25 26.4
% of Accrued Benefits Unfunded 7.0% 19.5%
Spread of Actuarial Rate of Return 2.5% first 1.9%
Assumption Over Salary Increase 5 years;

Assumption 3.5% thereafter

T “Actuarial Valuation as of June 30, 1988, Williarm M. Mercer-Meidinger, Inc.
2 “Public Pension Funds 1988.” Greenwich Research Associates, Greenwich, Connecticut

For purposes of establishing investment policy, it is the perpetual nature of the fund and its
current and probable future condition of net cash inflows that are the most important
characteristics. The long time span before any significant net cash flow is required from
investments gives the fund the luxury to make investments which should enjoy higher returns
over the long-run, although they may be slow to materialize, or be erratic in the short-run, and
it ailows greater use of investments which may experience substantial fluctuations in value.
The character of the fund expands the universe of investment possibilities and increases the
potential for achieving higher returns on the investments.

The primary objective of the investment policy is to maximize the returns on the funds’ total in-
vestments over a long time span without undertaking an unreasonable degree of risk of
reducing the principal of the funds or of realizing the lower returns which would necessitate
raising the contribution levels. Higher investment returns over the years mean, atleast initially,
a larger fund. A larger fund size relative to a retirement system’s liability for future benefit
payments is the beneficiaries’ best security that the pensions wifl be paid when they are due.
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Returns which average higher than the actuarially assumed returns (currently 9 percent)
eventually lead to either increases in pension benefits or decreases in the amounts of annual
contributions. This tends to bring the size of the fund back closer to the present value of
accrued benefits.

In line with this objective, the general investment policy is to emphasize equity investments.
Equities are expected to provide, and historically have provided, the highest returns over long
periods oftime, even though equity returns are subject to substantiai variation over shorter time
periods. Currently, equity investments include domestic and foreign common stocks and real
estate equity funds. The rest of the fund is invested in fixed amount investments, primarily U.S.
Treasury securities but also including corporate bonds and real estate mortgages. For similar
reasons as the emphasis on equities, fixed amount investments emphasize longer-term
instruments whose market prices are subjectto greater fluctuation but yield more over the long-
run than shorter-term investments. Table Il indicates the long-term historical experience on
investment returns that underlies this policy.

Domestic Common Stocks 10.0%
Long-Term Corporate Bonds 5.0
Long-Term U.S. Treasury Bonds 44
U.S. Treasury Bills 35
Inflation 3.1

Source: Ibbotson Associates

The most important aspect of implementing the fund's investment policy is the decision as to
how much of the fund’s assets are to be placed in various classes of investments (the asset
allocation decision). By far the majority of the investment returns are attributable to asset
allocation decisions as opposed to the choice of independent management firms or choice of
individual securities or investments within an asset class.

Table IV presents ranges for various asset classes as a percentage of the total fund that have

been established to guide the asset allocation decision. The table aiso shows the asset
allocation at the end of fiscal year 1989.
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Equities
Common Stocks
Domestic
Internationai
Real Estate

Fixed Income

Mortgages

Marketable Securities

30%

20
16

30
18
0%

70
60
48
12
12

70
70

Y

12%

40%
33
27

60
56
5%

Table V presents the asset allocations as of the end of the last five fiscal years. The table shows
the increasing emphasis on stocks and long-term corporate bonds, an outgrowth of the

investment policy.

Real Estate Equities

Domestic Commen Stocks

international Common Stocks
Total Equities

International Debt
Corporate Debt
Treasury Debt
Money Markets

Total Marketable Debt

Mortgages

TOTAL FUND

7 1% 5.6%
17.1 25.4
3.0 63
27.2 37.3

18 -

2.6 10.6
28.3 26.7
16.4 10.0
491 47.3
23.7 14.9

R N
100.0% 100.0%

6.8% 6.1%
26.6 27.3
6.6 6.1
40.0 39.6
10.9 11.1
356 348
7.5 986
54.0 556
6.0 49

I L]

100.0% 100.0%

49




The Economy in Fiscal Year 1989

At the end of fiscal year 1989, the U.S. economy began to show evidence of a slowdown as
it responded to the gradual tightening of monetary policy undertaken by the Federal Reserve
Bank since the spring of 1988. The economic data pointed to weak consumer spending on
autos and housing, flat industrial productivity, and a rise in the exchange value of the U.S.
doliar, which slowed export growth.

A slowing economy was also reflected in the fixed income market. During the second half of
fiscal year 1989, long-term U.S. Treasury yields fell to 8 percent from previous levels of over
9 percent. The strength in the fixed income market demonstrated the anticipation by investors
of slow economic growth, stable inflation and low interest rates. Over the course of the whole
fiscal year, long-term Treasury bond prices rose 7.4 percent and long corporate bond prices
rose by 5 percent.

The stock market experienced a major advance during fiscal year 1989, especially in the last
quarter when it posted an 8.8 percent return on the Standard & Poor's 500 index. However,
takeover stocks were among the strong performers , indicating an element of speculation inthe
market's rise. For the year as a whole, the Standard & Poor's 500 index enjoyed an 20.5
percentincrease. On the international front, the strength of the U.S. dollar adversely affected
the returns on international equities. The Europe, Australia, Far East ("EAFE") index returns
were -6.2 percent for the last quarter, reducing the total return for the fiscal year to 9.5 percent.

Investment Returns

Table Vi presents the annual rates of return for the fund by asset class for each of the last five
fiscal years and for the entire period. An auditor's opinion accompanies the table. Table V!I
presents the same information for individual investment adviser firms managing fund assets
invested in common stocks. The rates of return are total returns. Total returns include
unrealized changes in market value as well as income earned and realized gains or losses.

Table Vlindicates that the rate of return on domestic common stocks during the five year period
was only slightly above the returns on marketable debt securities. This is quite different from
the general historical experience shown in Table |Il. As indicated by thattable, over alongtime
span, stock returns have exceeded fixed income returns (bonds and bills) by 5 to almost 7
percent per annum. The fund's recent experience in this regard is iargely due to the unique
historical occurrence of record high inflation rates in the late 1970's and early 1980’s. The high
inflation caused the Federal Reserve to push interest rates to record levels in order to squelch
runaway prices. In the latter part of the 1980’s, as inflation and interest rates receded from
these record highs, bond prices soared, producing record high returns.

In the future, a return to the more normal situation of significantly higher returns on stocks could
be expected. For one thing, interest rates cannot fall below zero, so there is a limit to the return
on bonds due to market appreciation. In addition, inflation and interest raies are not expected
to again reach anytime soon the record levels that made extraordinary bond returns possible.
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KPMEG Peat Marwick

Certified Public Accountants

Paat Marwick Main & Co.
GO1 West F fth Avenue
Sue 700

Anchorage. AK 99501

Independent Auditors’ Report

State of Alaska
Department of Revenue
Division of Treasury:

We have audited the accompanying schedule of total rates of return for the
Public Employees' Retirement Trust Fund (Fund), covering marketable debt
securitles, domestic common stocks, international common stocks, real estate
equities and mortgage loans for the peried from July 1, 1984 to June 30, 1989
and for each of the years In the five year period ended June 30, 1989. This
schedule is the responsibility of the Fund's management. Our responsibility
is to express an opinion on this schedule based on our audit.

We conducted our audit in accordance with s-andards estahlighed by the
American Institute of Certified Public Accountants. Those standards require
that we plan and perform the audit to obtaln reasonable assurance about
whether the schedule {3 free of material misstatement. An audit includes
examining, on a test basis, the underlying data from which the total rates of
return are calculated, as well as the caleculations themselves. An audit also
includes assessing the basic assumptions used by management in making the cal-
culacions and the overall presentation of the total rates of return. We
belleve that our audit provides a reasonable basis for our opinion.

In our opinion, the schedule referred to above presents fairiy, in all
material respects, the total rates of return for the Public Employees’ Retire-
ment Trust Fund for the perlod from July 1, 1984 to June 30, 1989 and for each
of the years in the five year period ended June 30, 1989, computed In
accordance with the measurement and disclosure criteria set forth in the notes

te the schedule.
ﬂém%‘-@ £ o
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Marketable securities:
Equity:
Domestic common stocks
International common stocks
Total equity

Debt
Total marketable securities
Real estate:
Equities
Mortgage loans
Total real estate
Total Fund investments

Equity investments (note 3)

Fixed income investments
(note 3)

Total Fund investments

302% 39.2% 184% (7.5)%
16.7 91.3 38.8 (5.0}
282 47. 226 (7.0)
224 231 47 8
29.1 30.9 11.9 1.2
10.0 8.0 6.2 6.4
13.2 12.7 2.9 13.7
12.4 11.4 8.5 10.0
N [ —— ]
23.2 256 11.4 23
] ] | ]
22.0 38.1 20.2 (5.2)
236 201 58 85
23.2% 257% 11.4% 2.3%
] | [ ] [ |

17.6%
9.2
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15.2%

252
17.

149

157

14.4

14.6%

See accompanying notes to schedule of total rates of return,
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY
PUBLIC EMPLOYEES’ RETIREMENT TRUST FUND

Notes to Schedule of Total Rates of Return
Period July 1, 1984 to June 30, 1989

(1) General

The Public Employees’ Retirement Trust Fund (Fund) represents the investment portfolio
of the State of Alaska Public Employees’ Retirement System (PERS). Investments of the
Fund include marketable debt securities, domestic common stocks, international commeon
stocks, real estate equities and mortgage loans.

The market values utilized in the total rates of return calculation are determined as follows:

Marketable Securities

Determined at the end of each month by the custodial agents. The agents’ determina-
tion of market values involves, among other things, using pricing services or prices
quoted by independent brokers.

Mortgage Loans

Determined by adjusting purchased yields to the current secondary mortgage market
conditions established by the MGIC Investment Corporation. Market value has been
reduced by a mortgage loan loss provision for uncollectible problem loans.

Real Estate Equities
Valued by the various companies managing the funds.

(2) Calculation of Total Rates of Return

The Fund uses a dollar-weighted rate of return formula described below, which is generally
referred to as an internal rate of return formula.

The total rate of return represents the annually compounded rate of return that discounts
the year-end market value of an investment portfolio and that year's cash flows in and out
of the portfolio back to the portfolio’s market value at the beginning of the year.

The historical total rates of return may not be indicative of future total rates of return.
Attention should be drawn to the fact that other performance calculation methods may
produce different results and that comparisons of investment results should consider
qualitative circumstances and should be made only to portfolios with generally similar
investment objectives.

(3) Equity Investments and Fixed Income Investments
Included as equity investments are domestic and international equity common stocks and

real estate equities. Included as fixed income investments are marketable debt securities
and mortgage loans.
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The performance of the marketable securities classes of the fund’s investments can be gauged
by comparison to market indices contained in Table VIl and from the percentile rankings in
comparison with other large pension funds contained in Table IX.

As seenin Table IX, the rankings of domestic and international common stock investments, at
the 57th and 67th percentiles respectively, have averaged below the median performance
(50th percentile) of other large funds over the five year period. Moreover, rates of return for
common stocks, as shown in Table VI, have lagged behind the market averages shown in
Table VIII. In part this lag is attributable to the stage of the stock market cycle embraced by
the five year period under consideration. The common stock returns for the fund include the
money market rates on the cash normally held by most active stock managers. The cash allows
them to take advantage of buying opportunities. In contrast, the market indices reflect a fully
invested position at all times. This makes it more difficult for active managers to beat the market
during an up leg of a cycle, but easier on the down side. Holding cash is also a handicap in
general over long time spans since the market's general trend is to increase in value over time
as economic growth takes place.

Several changes have been initiated in the management of domestic common stocks that may
improve performance in the future. At the beginning of fiscal year 1989, a domestic common
stock index fund managed by State Street Bank & Trust was initiated. Halfway through the
year, four new active managers were added. The markedly higher rates of return for the new
active managers shown in Table Vil should be viewed with the recognition that stock markets
did much better in the second half than in the first half. The Standard & Poor’s 500 increased
at an annual rate of 35.8 percent in the second half compared to 6.9 percent in the first half.
Another change was the negotiation of performance-based fees for all active managers except
Lehman Ark Management and their initiation in January, 1989.

With respect to international common stock, a competitive selection of managers is expected
to be undertaken in 1990 after first establishing by contract a custodian bank for international
investments. The custodian bank is necessary to consider non-bank investment adviser firms
as managers, since such firms do not provide custody services.

During the last five fiscal years, performance of investments in marketable debt securities has
been slightly below the upper third of the rankings, on average, as indicated by Table IX. The
table also indicates that performance for total marketabie securities has been slightly above
the median, on average, during the five year period.

A significant factor in the marketable debt and overall marketable securities performance is the
longer than average maturities of debt instruments held by the fund. Table X compares the
average maturity of the fund’s marketable debt to the median of state retirement funds over
$500 million in size.
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1985 13.0 9.8

1986 11.1 9.3
1987 14.5 9.4
19088 16.0 9.5
1989 13.7 9.5

Source: SEI Corporation

Real estate equities have produced the lowest returns for the fund during the period 1985-89.
Inthe late 1970’s and early 1980's, strong inflation resulted in rapid appreciation of real estate,
as it did for other hard assets. Combined with extraordinary tax incentives for real estate
investments, the run-up in real estate prices produced very high returns to investors. Tax-
exemptinvestors such as pension funds could fully benefit from this market movement, as well
as private investors. Tax-exemptinstitutions could carve out ashare of the tax benefits through
joint ventures with taxable parties, in addition to benefiting from the general bidding up of
property values by taxable investors.

For institutional investors such as pension funds which would hold real estate as part of aport-
folio of various classes of investments, real estate aiso offered the attraction of increasing di-
versification. Diversification into real estate was particularly desirable because real estate
rates of return have had a very low correlation with returns from other classes of investments.
This meant much less volatility in returns for the total portfolio. So overall, real estate seemed
tobe the perfectinvestment-- offering the highestreturns but also lowering risk more than other
investments.

These powerful stimuli led to excessive amounts of capital being made available forfinancing
real estate, rampant speculative construction, and ultimately the severest overcapacity the in-
dustry has seen. The inevitable downturnin the cycle was acutely more pronounced asa result
of the Tax Reform Act of 1986 which eliminated or strictly curtailed most of the tax benefits for
real estate investments.

The supply of real estate is highly inelastic in the short-run, due to its long lead times for con-
struction and its long duration once constructed before it's finally "consumed” and demolished.
Thus, real estate cycles are among the longer of economic cycles. Even in the face of the
current prolonged economic expansion, real estate markets remain difficult. Eventually, real
estate returns should improve, but absent the return of a highly inflationary environment and
liberal tax incentives, real estate is not expected to yield the heady returns that formerly
characterized such investments.

Table Xl contains the returns for real estate equity managers for the last five years while Tables

Xll and XIll show the diversification of the managers' real estate investments geographically
and by property type.
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The total return measurement for real estate mortgage investments in Table VI is of limited
usefulness. These investments are not readily marketable and they are expected to be held
to maturity. In this case, the realized rates of return may be more pertinent. Realized returns
include the interest on mortgage loans and any realized gains or losses on disposition of
toreclosed properties but exclude changes in market value. Table XIV shows that the realized
rates for mortgages have been declining.

fn part, this is due to the fact that interest rates have declined from the early 1980's. This
resulted in lower mortgage returns due to lower interest rates on new purchases. More
importantly, since new purchases stopped essentially in fiscal year 1986, heavy payoffs of
mortgage loans made at high rates in the early 1980's pushed the average yield down on the
remaining mortgage portfolio. Most of the payoffs came from refinancings with other lenders.
Table XV reflects these activities.

1985 13.2%
1986 12.1
1987 13.6
1988 10.9
1989 9.0
1985-89 12.3%
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Mortgage returns have also been hurt since fiscal year 1986 by heavy delinquencies and
defaults resulting from the Alaska recession. The mortgage loans have been highly concen-
trated inside Alaska. At June 30, 1989, only 14.9 percent were secured by property outside
Alaska.

Tables XV and XVIshow the history of the fund's delinquent loans and real estate owned. The
percentages fordelinquent loans and real estate owned are magnified by the fact that the mort-
gage loan portfolio has been shrinking, as shown in Table XVIi, with the shrinkage coming from
good, commerecially-viable loans paying off while the bad loans remain with the fund. Never-
theless, liquidation of real estate owned, with the exception of one property, has resulted to
date in a net gain for the fund, disregarding the opportunity costs of invested funds. This is
shown in Table XVIII.

As the 117 properties currently owned by the fund and additional foreclosures of delinquent
loans are disposed of, losses are expected overall, given the current state of the Alaska
gconomy. The current estimate of loss is reflected in the $6,382,000 loan loss allowance
applied against the value of mortgage assets on the fund's books.

1982
1983
1984
1985
1986
1987
1988
1989

Note:
' Loans 60 or more days delinguent plus real estate properties owned ("REQ").
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1983
1984
1985
1986
1987
1988
1989

Note

1.9%
1.7
29
7.6
23.2
26.5

26.8%

3.9
7.6

11.3%

2.7%
23
3.6
8.5
27.2
34.1

38.0%

$4.4
45
8.7
18.0
32.1
31.9

$29.7

' Percentages are the percentages of total loans and REQ

$1.7
1.7
2.1
2.2
5.4
9.1

$12.5

961

6.2
10.8
202
37.6
41.0

$42.2

1981

1982
1983
1984
1985
1986
1987
1988

1989

$400.2

5154
645.4
8159
1,016.3
1,241.1
15225
18306
19785

$2,206.4

228.9
269.0
297.6
237.8
138.3
120.5

$111.0

31.2

28.1

26.5

24.0

15.6

7.6

6.1

5.0%
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1981 12 $ 144,23958

1982 5 (3,995.43)
1983 4 259,068.22
1984 1 (88,735.67)
1985 2 31,191.03
1986 1 (1,184,604.54)
2 6.160.05
1987 14 57,187.53
1988 11 54,041.23
1989 16 (56,300.78)
68 $ (78,748.78)

Importance to Beneficiaries of Investment Policy and Returns

Investment income is of paramount importance to a pension plan. A study by Frank Russell
Co. indicates that, over the life of a defined benefit plan, at least 80 percent of the benefits paid
come from investment income, and only 20 percent from contributions. For any given
participant, about 60 percent of the investment income accrues after retirement when contri-
butions have ceased.

The currentimportance of investment income to the fund and its beneficiaries can be seen in
the fact that investment income totaled $867.7 million for the fiscal period 1985 to 1989 while
assets grew $1,241.9 million in book value. Total investmentincome exceeded contributions
as a source of growth.

Tabie XIX shows the growth of the Public Employees’ Retirement Trust Fund for the period and
the sources of that growth. Noteworthy is the fact that contributions have declined while
benefits have increased. This has been possible due to total returns averaging 14.6 percent
per annum over the period, well in excess of the 9 percent’ on which contributions are based.

! The actuarial rate of return is technically calculated on a different basis than the total return concept. The
actuarial rate involves valuation of fixed income assets at cost rather than market and determines market
values using a three year moving average of the ratio of market to book value.
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Also noteworthy is the fact that net contributions (i.e., contributions minus benefits) have
decreased markedly. Should a significant portion of investment income be required in the
future to meet benefit payments, there would be important implications for investment policy.
Asset allocations could then be expected to favor fixed income investments more than would
otherwise be the case, in order to lend greater stability to cash flows. However, as discussed
under the section on investment policy, actuarial projections do not indicate a likelihood of
significant reliance on investment income to meet benefit payments.

The main concern of beneficiaries in regard to the fund is whether the size of the fund is keeping
up with the growth in the present value of the benefits likely to be paid in the future. Table XX
presents two measures of this key relationship.

1977 65.9% NA
1978 69 .1 NA
1979 68.2 NA
1980 71.3 NA
1981 82.1 NA
1982 79.2 NA
1983 84 .6 NA
1984 87.7 NA
1985 93.9 89.6%
1986 102.0 111.8
1987 99.6 105.5
1988 93.0% 94.5%
Sources:

" Actuarigl Valuation Report; William M. Mercer Meidinger Hansen, Inc. various years
?  Independent Auditor's Report, Public Employees’ Retirement Systern; June 30, 1989

The ratios in Table XX are a comparison of the Public Employees’ Retirement Trust Fund
assets to the present value of benefits projected to be payable in the future. The difference
between the ratios is that the Governmental Accounting Standards Board (“GASB”) ratio
values the assets as of the year end while the actuary uses a three year moving average.

Within these last five years, the system has achieved fuli (or more than full} funding for the first
time since its inception. When the retirement plan was initiated, a funding gap was created by
credits granted for employees’ service prior to the plan’s start-up. The other factors that create
or perpetuate a funding gap are retroactive benefitincreases, actual experience less favorable
than actuarial assumptions, and any deficiency in payment of actuarially required contribu-
tions.
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Achievement and maintenance of full funding is the best assurance beneficiaries have of
receiving the benefits to which they are entitled. At least one court? has held that employees
have a vested property right to amounts deposited in a retirement trust fund. In the future,
investment policy and returns will be ever more critical to maintenance of full funding as
investment returns foom ever larger in the flow of funds. Table | projects investment earnings
to constitute atmost 75 percent of the total inflow to the fund by fiscal year 2003, compared to
approximately 67 percent in fiscal year 1989.

Investment returns in excess of tunding requirements lead to either increased benefits or
reduced employer contributions, usually both. Absent enactment of legislation increasing
statutory benefits under the plan, retired employees still can benefit directly from high
investment returns through Post Retirement Pension Adjustments (“PRPA's”). These are
increases in retirement annuity payments granted annually to offset the effects of inflation.
Prior to July 1, 1986, they were granted each year by the Commissioner of Administration only
if the condition of the Public Employees’ Retirement Trust Fund permited. Table XXltraces the
PRPA’s that have been granted.

1967 none
1968 ncne
1969 1.5%
1970 1.5
1971 1.5
1972 none
1973 25
1974 3.0
1975 none
1976 none
1977 none
1978 4.0
1979 4.0
1980 4.0
1881 4.0
1982 4.0
1983 none
1984 4.0
1985 4.0
1986 4.0
1987 none
1988 4.0%

?  West Virginia Suprerne Count. 1988. Dadisman V. Maore, et al (Case No. 18343). Charleston ,
West Virginia.

67




Beyond the use of high investment returns to augment benefits, their use to reduce employer
contributions can in some ways be seen to be of benefit to employees. Lower contributions can
be expected to increase the willingness and ability of employers to make the required
payments. A reduced pension burden on employers increases the security of benefits being
paid. Of course, greater security could be had by leaving the amounts in the fund to maintain
an overfunded status. Also, the Constitutional obligation of employers to provide the benefits
makes the question of security less compelling. This is especially so for employers with the
power of taxation. If nothing else, reduced contributions may increase the possibility of
eventual statutory amendments to provide greater benefits.

Table XXII displays employer contribution rates for the system since 1980. The fiscal year
1991 rate is 87 percent of the rate in the peak year of fiscal year 1983. Rates are influenced
by many other factors besides investment earnings. Two-thirds of the large increase in the
1991 rate is attributable to increases in retiree health insurance premiums. Slightly less than
one-third of the increase in the contribution rate resulted from investment returns below the
actuarially assumed earnings rate, due to the 1987 stock market crash.

1980 11.96% 1986 13.73

1981 13.10 1987 10.62

1982 13.78 1988 9.38

1983 13.78 1989 9.38

1984 13.68 1990 9.54

1985 13.66 1991 12.00%
Notes:

' Changes in actuarial methods and assumptions for the years shown have been as follows:

The actuarial funding method for the years through June 30, 1984 was attained age normal. Effective
July 1, 1984, the Plan adopted the projected unit credit actuarial funding method.

Effective July 1, 1980, the plan adopted new actuarial assumptions. The assumed rate of earnings was
increased from 6% to 8% per year. The salary increase assumption was changed from 8% per year until
age thirty-nine and 5% per year thereafier to 8% for the first five years of employment and 7% thereafter.
Health care cost inflation was set at 8%. Turnover and disability assumptions were revised based upon
actual experience In 1980 through 1981.

Effective July 1, 1986, the plan adopted new actuarial assumptions. Actuarial funding surpluses are
amortized over five years rather than twenty-five years. The assumed rate of earnings was increased
from 8% to 9% per year. The salary increase assumption was lowered 10 6.5% per year for the first five
years of employment and 5.5% per year thereafter. Health care cost inflation was increased 1o 9%.
Turnover and disability assumptions were revised based on actual experience in 1981 through 1985.

Source: Actuarial Valuation Repornts, William M. Mercer Meidinger Hansen, Inc.
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The difference between the 1991 rate and the peak rate in 1983 would represent a savings of

over $16 million if applied to the most recent covered payroll reported in the System's financial
statements.

One sense of the scope of the beneficiaries’ interests at stake can be gained from the size of
the Alaska retirement funds under management by the Department of Revenue in comparison
to other tax-exempt funds. Table XX|Il shows the ranking of the combined Public Employees’
and Teachers’ Retirement Trust Funds relative to the assets of other tax-exempt funds.

Corporate Pension Funds 34 9203

Public Pension Funds 37 506

Union Pension Funds 4 868

Endowrments 2 (Alaska just ahead 492
of Harvard)

Foundations 1 {Ford Foundation) 593

Source:  The Money Market, Directory of Pension Funds and their Investment Managers, 1989,
MeGraw-Hill.

One of the most important duties of the Commissioner of Revenue -- as a result of the fund’s
trust character, the scale of its assets, the fund's heavy and growing reliance on investment
returns, and the importance of superior returns for increased security and benefits for
beneficiaries -- is the determination of investment policy and the expert implementation of that
policy in the interest of the fund's beneficiaries. This report is one means of assuring the
performance of those duties. An informed system membership may be the best safeguard of
beneficiaries’ interests over the long run.

Supplementary Fiscal Year 1989 Information

Appended are three schedules containing supplementary information on the Public E_mploy—
ees’ Retirement Trust Fund for the fiscal year ended June 30, 1989. Accompanying the
schedules are an independent auditor's report on, and notes to, the schedules.

The Report of Assets shows the amounts that were invested in different types of investments
(book value) and their respective market values and expected annualincome flows. The fund's
equity investments have relatively low income yields because the income estimates do not
include the highly variable capital gains which are usually realized annually on those
investments. When capital gains are included, equity investments normally have higher total
returns than fixed income investments. On June 30, 1989 the fund’s market value of $2,454
miltion exceeded its book value by $183 million and its income from investments, excluding
capital gains, is expected to be about $170 million in the current fiscal year.
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The second schedule, Reconciliation of the Fund’s Book Value for the Fiscal Year, shows
sources of the fund’s growth in book value during the year. This statement reflects contribu-
tions net of benefit payments.

The third schedule, Distribution of Investment Returns by Asset Categories, shows the fiscal
year's realized investment returns on each of the different types of investments. Returns on
the fixed income investments, which constitute 60 percent of the entire fund, are rather stable
and do not vary much from year to year. Equity returns, on the other hand, are highly variable
on a year-to-year basis because capital gains can be such an important element of their total
retums. This last schedule indicates realized capital gains were the dominant partof common
stock returns during 1989. Over the last sixty-two years, capital gains, including unrealized as
well as realized gains, have averaged slightly more than half of total returns on common stocks.

The realized rates or return shown in the third schedule are of limited relevance for a fund such
as this with a long term investment horizon. They are included as supplementary information.
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KPMG Peat Marwick

Certified Public Accountants

Peat Marwick Main & Co.
501 West Fifth Avenug

Suite 700

Ancharage. AK 99501

Independent Auditars' Report

State of Alaska
Department of Revenue
Civision of Treasury:

We have audited and reported separately herein on the financial statements of
the Public Employees' Reti{rement Trust Fund (Fund) as of and for the year
ended June 30, 1989,

Our audit was made for the purpose of forming an opinmion on the basic finan-
cial starements of the Fund taken as a whole. The supplementary informationm
included in Schedules 1 through 3 is presented far purposes of additional
analysis and is not a required part of the basic {inancial statements. Such
supplementary information on Schedules ! and 3 has been subjected to the
auditing procedures applied in the audit of the basic financial statements
and, in out opinion, is fairly stated in all material respects in relation to
the basic financial statements raken as a wholes We did not audit the infor-
mation on Schedule 2 related to contributicns received and recelvable and,
accordingly, do not express an opinion on it.

T2 7 P i P £ (o

August 26, 1989

B o Do
Bovrorid PRl Macans ueiesin
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Equities {external managers):
Real estate equities
Domestic commaon stocks
international common stocks

Total equities

Fixed income (Treasury managed):

Mortgages
Corporate debt
U.S. Treasury debt
Money market issues
Total fixed income
Total investments
Cash (interest earning)
Total investable assets

Net accruals receivable
Contributions receivable

Total fund assets

6% $ 133,649 148,353 7,043
27 615,859 665,999 26,236
—6  _142255 _ 148,654 __4.268
39 891,763 963,006 37,547
5 104,638 111,740 10,474
11 254,649 269,548 25,974
34 756,117 845,046 75,763
10 _234139 _ 234850 _20.862
60 1349543 _1.461.184 133,073
99 2,241,306 2,424,190 170,620
292 532 A
99 2,241,838 2,424722 % 170,665

1 28,620 28,620

- 374 374

AN RTINS S

100% $2,270,832 2,453,716

See accompanying notes to supplementary information.

5.27%
4.26
3.00
4.21

10.01
10.20
10.02
8.91
9.86

7.61
8.50

7.61%

4.75%
3.94
2.87
3.90

9.37
9.64
8.97
9.55
9.11

7.04
8.50

7.04%
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Investment returns:
Income earned and received $ 125,188
Capital gains realized 38584
Total returns received

Accrued income receivable 30,508
Total returns receivable

Total investment returns

Less investment expenses
Net investment returns

Net contributions received
Net contributions receivable

Net change in book value
Fund's book value at June 30, 1988

Fund's book value at June 30, 1989

163,772

—30.208
194,280

—{4.007)
190,273

44,915
374

235,562

2,035,270
I

$ 2,270,832

See accompanying notes to supplementary information.
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Equities (externally managed):

Real estate $ 5,745
Domestic common stocks 22,334
International common stocks 3.881

Total equities 31,960

Fixed income (internally managed):

Mortgages 8,216
Other debt issues 85.012
Totat Fixed income 93,228
I

Total investment returns  $ 125,188

42,944

—6.025
48,969

1 -
{10,385)
——

38,584

See accompanying notes to supplementary information.

5745
65,278

—2.906
80,929

8,216
74,627

82,843
——

163,772

1,888

1,888

~28.620
28,620
m——

30,508

$ 5745
67,166

~2.906
82,817

8,216
103.247

111,463
E——

$ 194,280

4.33%
11.64

7.15

9.76

7.48
8.64
8.54

9.02%
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Public Employees’ Retirement Trust Fund
Notes to Supplementary Information
June 30, 1989

The Fund

The Public Employees’ Retirement System is a multiple-employer agent defined-benefit, joint-
contributory system established by the State of Alaska for the payment of retirement, disability,
health and death benefits to or on behalf of qualified employees of the state, municipalities, or
other political subdivisions of the state. The Public Employees’ Retirement Trust Fund (Fund)
is a separate fiduciary trust fund established by state statutes. The Commissioner of Revenue
is the trustee of the Fund and is responsible for the custody of the assets and for investing the
Fund in the best financial interests of the beneficiaries.

(1) Summary of Significant Accounting Policies

The accounting and reporting policies for the Fund conform to generally accepted
accounting principles. The more significant accounting policies are as follows:

1. Fiscal year figures are for the Fund'’s fiscal year ending June 30.

2. Net contributions reflect the amounts the Fund received from the Division of Retirement
and Benefits and represent the contributions by employees and employers less the
amounts of benefits paid or refunded.

3. Dividend income on domestic common stocks is accrued on their ex-dividend dates.
Interest income on domestic debt securities is accrued as earned.Interest income is
shown net of amortization of premiums and accretion of discounts. Accrued interest
purchasedis charged againstincome at the time of acquisition. International dividends
and interest are recognized for income purposes upon notification by the custodian
bank.

4. Book value is stated at cost except that the book values of marketabie domestic debt
issues are adjusted for amortization of premiums and accretion of discounts. Gains or
losses on the sale of marketable domestic debt issues are determined on a specific lot
identification basis, and gains or losses on the sale of shares in the Consolidated
Domestic Equities Fund are determined on an average lot basis.

3. Investment management costs are separately charged to the Public Employees' Rg-
tirement System and are not deducted from operating income at the time income is
received.

{(Continued)
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Public Employees’ Retirement Trust Fund
Notes to Supplementary Information

6. Investments are stated on a trade date {(ownership) accounting basis, including
unsettled transactions as follows: sold securities at proceeds amounts for both book
and market values; purchased securities at cost for book value and at closing market
prices for market value. Gains and losses on sold securities are recognized as of the
trade date.

Market Value
The market value of marketable securities is determined by the custodial agent on the last
business day of each month. Real estate equities are valued by the managing firms. The
market value of the mortgage investments is estimated by reference to the current secondary
mortgage market conditions as reported by the MGIC Investment Corporation. Their estimate
is of limited applicability because of the illiquid status of those investments.
Investments
The Fund's deposits and investments are categorized below pursuant to the Governmental Ac-
counting Standards Board (GASB) Statement No. 3 and GASB Technical Bulletin No. 87-1
to give an indication of the ievel of safekeeping risk assumed by the Fund at statement date.
The Treasury Division does notconcurin the interpretation which places international common
stock investments under Category 2 rather than Category 1.

Deposits

1. Insured or collateralized with securities held by the state orby its custodian in the state’s
name.

2. Collateralized with securities held by the piedging financial institution’s trust depart-
ment or custodian in the state’s name.

3. Uncollateralized.
Investments
1. Insured or registered for which the securities are held by the state or its custodian in the

state’s name.

{Continued)
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Public Employees’ Retirement Trust Fund

Notes to Supplementary Information

2. Uninsured and unregistered investments for which the securities are held by the
broker's or dealer's trust department or agent in the state's name.

3. Uninsured and unregistered investments for which the securities are held by the
broker's or dealer's trust department or agent not in the state’s name.

Deposits:
Cash (interest earning) $ 532 - -
Investments:
U.S. Treasury debt 756,117 - -
Corporate debt 254,649 - -
Domestic common stock 615,859 - -
International common stock - 142,255 -
Money market issues 234,139 - -
Mortgages 104,638 - -

Real estate equities 133,649 - -
Financial futures - =

$ 2,099,583 142,255

External Investment Management

Domestic common stocks are assets of the Fund consisting of shares in the Consolidated
Domestic Equities Fund currently under external management by contracted managers who
have been directed to emphasize domestic corporate common stock investments. Interna-
tional common stocks are assets of the Fund currently under external management by con-
tracted managers who have been directed to emphasize international corporate common
stock investments. Real estate equities are assets of the Fund consisting of units or shares
in real estate equity funds which are under external contracted management by various
companies.

(Continued)
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Public Employees’ Retirement Trust Fund
Notes to Supplementary Information

Yields

Yields on United States Treasury issues and Corporate Fixed Income issues reflect weighted
average yields-to-maturity based on either cost values or market vaiues. Yields on domestic
common stock, international common stock, and money market issues reflect current yields
based on either cost values or market values. The yields on mortgages reflect a weighted
average yield to a ten year average maturity based on cost values and market values. Yields
onreal estate equities reflect the annualized realized monthly income as related to book values
and market values. The yield on the average annual book value is calculated using the
average of the beginning and ending of the year book values.
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EMPLOYER CONTRIBUTION RATES
FISCAL YEAR 1989

Employer

Adak Region School District
Akutan
Alaska, State of

Policemen, Firemen

All Other Employees
Alaska Housing Finance Corporation
Alaska Municipal League
Alaska State Building Authority
Alaska, University of
Alaska Geophysical Institute, University of,
Aleutian Region School District
Aleutians East Borough
Anchorage, Municipality of
Anchorage Parking Authority, Municipality of,
Anchorage School District
Annette [sland School District
Barrow, City of
Bartlett Memorial Hospital
Bering Straits Coastal Resource Service Area
Bering Straits School District
Bethel, City of
Bristol Bay Borough
Bristol Bay Borough School District
Bristol Bay Coastal Resource Service Area
Bristol Bay Housing Authority
Chatham School District
Chugach Regional School District
Copper River Basin Regional Housing Authority
Copper River School District
Cordova, City of
Cordova Community Hospital
Cordova Public Schools
Craig, City of
Craig School District
Dillingham, City of
Dillingham City Schoo! District
Elim, City of
Emmonak, City of
Fairbanks, City of
Fairbanks Municipal Utility System
Fairbanks North Star Borough
Fairbanks North Star Borough School District
Fort Yukon, City of
Galena, City of
Galena School District
Haines Borough

79

Percentage

13.73
7.02

13.056
9.65
0.00
9.14

11.99
4.55
4.55
0.00

10.20

10.60
8.1

11.26

10.08
712
8.66

10.20
8.01

10.28
5.88

11.23

12.34

11.33
6.30
0.00

13.80
0.00

16.03
2.29

13.25
4.91

16.38
3.24

16.20

10.20

11.91

13.67

13.67
1.46
1.46
0.00

10.71
3.25

13.79




EMPLOYER CONTRIBUTION RATES
FISCAL YEAR 1989

Employer {continued)

Haines, City of

Homer, City of

Hoonah, City of

Hoonah School District

Hooper Bay, City of

Huslia, City of

Hydaburg City School District

Iditarod Area School District

Juneau Borough School District
Juneau, City and Borough of
Kashunamiut School District

Kaltag, City of

Kenai, City of

Kenai Peninsula Borough

Kenai Peninsula Borough School District
Ketchikan, City of

Ketchikan Gateway Borough
Ketchikan Gateway Borough School District
King Cove, City of

King Cove City School District
Kivalina, City of

Klawock, City of

Kodiak, City of

Kodiak sland Borough

Kodiak Island Borough School! District
Kotzebue, City of

Koyuk, City of

Kuspuk School District

Lake and Peninsuia School District
Lower Kalskag, City of

Lower Kuskokwim School District
Lower Yukon School District
Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mountain Village, City of

Nenana, City of

Nenana City Public Schools

Nome, City of

Nome School District

Nome Joint Utilities

Noorvik, City of

North Pacific Fisheries Management Council
North Pole, City of

North Slope Borough

North Slope Borough School District

80

Percentage

1.98
10.20
9.39
12.92
10.20
10.20
0.00
5.45
10.54
8.66
9.51
10.20
5.40
10.68
13.67
15.96
6.35
14.39
0.00
1.89
10.20
18.66
12.98
9.20
6.24
0.54
10.20
4.35
3.62
10.20
3.48
9.90
8.12
8.12
10.20
4.61
9.67
8.45
12.13
0.00
10.20
0.00
9.12
0.00
3.91




EMPLOYER CONTRIBUTION RATES
FISCAL YEAR 1989

Employer (continued)

Northwest Arctic Borough
Northwest Arctic School District
Palmer, City of

Pelican, City of

Petersburg, City of

Petersburg General Hospital
Petersburg Public Schools
Pribilof Region School District
Railbelt School District

Ruby, City of

Saint Mary's, City of

Saint Mary’s School District
Saint Paul, City of

Sand Point, City of

Sand Point School District
Saxman, City of

Selawik, City Council

Seward, City of

Seward General Hospital
Shishmaref, City of

Sitka, City and Borough of
Sitka Community Hospital
Sitka Borough School District
Skagway, City of

Skagway City School District
Soldotna, City of

Southeast Islands School District
Southeast Regional Resource Center
Southwest Region Schools
Special Education Service Agency
Tanana, City of

Tanana City School District
Thorne Bay, City of
Unalakleet, City of

Unalaska, City of

Unalaska School District
Valdez, City of

Valdez School District
Wainwright, City of

Wasilla, City of

Whittier, City of

Wrangell, City of

Wrangell School District

Yukon Flats School District
Yukon-Koyukuk School District
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Percentage

10.20
0.00
12.90
12.47
14.52
14.52
14.52
0.00
3.39
10.20
16.42
22.56
4.75
0.59
0.00
11.54
10.20
9.74
19.04
10.20
15.03
1.05
5.44
10.25
18.01
16.22
6.65
0.00
0.00
10.20
0.00
8.82
7.86
16.36
0.00
6.66
4.45
6.37
11.30
7.09
6.97
9.86
10.53
0.00
0.00




ACTIVE MEMBERS
. {As of June 30)
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Benefit Payments By Occupation
Fiscal Year 1989

Regular  Peace Officer Flreman *Elected Off.  Total All

Benefit Type Retirees Retirees Retirees Retirees Categories
Base $56,295,617 $6,332,807 $ 1,162,837 $ 91470 $ 63,882,731
Cost of Living Allowarnce 4,731,030 530,916 104,923 13,430 5,380,299
Non-Occupational Death 1,687,873 62,002 50,219 11,086 1,811,180
QOccupational Death 154,062 166,894 19,728 -0- 340,684
Disability 1,537,276 560,312 161,755 -0- 2,259,343
Post Retirement Pension

Adjustment 7,707 347 719,245 181,562 15,310 8,623,464
Voluntary Annuity 4,499 -0- -0- -0- 4,499
Lump Sum 400,582 3,508 -0- -0- 404,090
Recalcutation Adjustments 193,505 2,748 571 1,016 197,840
Benefits Subtotal $72,7111,791 $8,378,432 $1,681,595 $ 132,312 $ 82,904,130
Medical $ 18,065,400
Total All Benefits $100,969,530

* Active and Retired Elected Public Officers as of October 13, 1976, were mandatorily transferred to the Elected
Public Officers Retirement System (EPORS), which was established by legislation on January 1, 1976. Under
current legislation, all other elected officials may participate in the PERS or the TRS, or do not participate at
their option.
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REVENUES
10 Year Comparison
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NET ASSETS
10 Year Comparison
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TEACHERS'
RETIREMENT SYSTEM







TEACHERS' RETIREMENT BOARD

From left to right: Dorothy Wells, Vice-Chair; Charles Arteaga, Chair; Merritt C. Olson; Stephanie Winsor;

absent from picture, Garris "Bob" Covington.
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COO ers certibed pudic acoourtants
&Lybrand

Raport of Indepepdent Accountants

Division of Retirement and Benefits and
Mambers of the Alaska Teachers!
Retirement Board

State of Alaska

Teachers' Retirement System

Juneau, Alaska

We have audited the accompanying statement of net assets
available for benefits of the State of Alaska Teachers!'
Retirement System as of June 30, 1989, and the related statement
of changes in net asasets available for benefits for the vear then
ended. Thaese financial statements are the responsibility of the
managament of the State of Alaska, Department of Adm;nistraplon,
Division of Retirement and Bsnefits. Our responsibility is to
express an opinion on these financial statements based on our
audit. The financial statements of the State of Alaska Teachers'
Retirement System as of June 30, 1588 were audited by other

auditors, whose report, dated September 12, 1988, expressed an
ungialified opinion on those statements.

We conducted our audit in accordaence with ganerally accepted
auditing standards. Those standards require that we plan and
perform the audi+ to obtain reasonable assurance about whether
the financial statements are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the amocunts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement prasentation. We believe that
our audite provide a reascnable basis for our opinion.

in our opinion, the 1989 financial statements referred to above
present fairly, in all material respects, the net assets
available for benefits as of June 30, 1989, and changes in nat
assets available for benefits for the year then ended, in
conformity with generally accepted accounting principles.

The supplewmental schedules of funding progress and revenues by
source and expenses by tyne ara not a required part of the basic
financial statements of tie State of Alaska Teachers' Retirement
System but are rvaquired by the Governmental Accounting Standards
Board. We have applied certain limited procedures which
censisted principally of inquiries of management regarding the
mathods of measuremant and presentation of the supplementary

information. However, wa did not audit this information and
express 1o opinion on it.

C;nbiuvxs ¥‘L¢\¥A@w\4\

Anchorage, Alaska
September 1C, 1989

#9




STATE OF ALASKA
TEACHERS’ RETIREMENT SYSTEM

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

June 30, 1989 and 1988

($000)
1989 1988
Assets:
Investments, at fair vaiue:
Short-term investments $ 12,900 $ 20,832
United States Government securities 639,332 523,379
Corporate bonds, notes and debentures 169,248 144,387
Common stocks 423,898 359,898
Foreign stocks 98,147 91,246
Real estate equity funds 88738 —85.587
Total investments 1,432,263 J1.225.329
Loans and mortgages, at cost, net of
allowance for loan losses of $5,417
in 1989 and $4,876 in 1988 88 235 — 98,140
Receivables:
Contributions 7.207 4,802
Retirement incentive program (Note 5) 2,873 9,759
Accrued interest and dividends —_17.465 — 15,496
Total receivables —27.545 — 30057
Cash in interest-bearing accounts 524 —a.641
Total assets 1,548,567 1,358,167
Liability - accrued expenses — 2,690 _1.502
Net assets available for benefits $1,645,877 $1,356,575
] ]

The accompanying notes are an integral part of the financial statements.

90




STATE OF ALASKA

TEACHERS' RETIREMENT SYSTEM
STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
For the years ended June 30, 1989, and 1988

($000)

Additions:
Investment income:
Net appreciation (depreciation) in fair value
of investments (Note 2)
Interest
Dividends
Net realized gains on sales

Total investment income before provision
for losses on loans and mortgages

Provision for losses on loans and mortgages
Net investment income

Contributions:
Employers (Note 4)
Employees (Note 4)
Retirement incentive program (Note 5):
Employer
Employees

Total contributions
Total additions

Deductions:
Benefits paid:
Retirement
Medical

Total benefits paid

Refunds to terminated employees
Administrative expenses

Totat deductions

Net increase
Net assets available for benefits:
Beginning of year

End of year

1989

$ 65,243
81,294
18,308

— 26,109

190,954
541

—190.413

47,348
31,888

65,328

73,401

2,953
—3.903

—.80.347
189,302

1,356,575

$1,545,877
L

1988

$ (75,566)
72,753
15,156

60,939
— 2.040

65,979

3,798
— 4252

—74.029
53,111

—1.303.464
$1,356,575
R

The accompanying notes are an integral part of the financial statements.
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STATE OF ALASKA
TEACHERS' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS

Description of State of Alaska Teachers’ Retirement System (Plan):

The following brief description of the Plan is provided for general information purposes
only. Participants should refer to the Plan agreement for more complete information.

General

The Plan is the administrator of a cost-sharing multiple-employer public employee retire-
ment system established and administered by the State of Alaska (State) to provide pen-
sion benefits for teachers and other eligible participants. Benefit and contribution provi-
sions are established by State law and may be amended only by the State Legislature.
The Plan is considered a part of the State financial reporting entity and is included in the
State’s financial reports as a pension trust fund. At June 30, 1989, the number of par-
ticipating local government employers was:

School District 55
Other _8
Total employers .6—3

All public school districts in the State are required to have its permanent employees who
are required to possess a valid State teaching certificate covered by the Plan. At June
30, 1988, Pian membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to future benefits 3,380

Current employees:

Vested 4,053
Nonvested _4,165
11,598
.
Continued
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STATE OF ALASKA
TEACHERS’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, continued

Description of State of Alaska Teachers’ Retirement System (Plan), continued:

Pension Benefits

General employees with eight or more years of membership credited service are entitied
to annual pension benefits beginning at normal retirement age fifty-five, equal to 2% of
their highest three-year average base salary for each year of service. The Plan permits
earty retirement at age fifty. Employees may elect to receive their pension benefits in the
form of a joint and survivor annuity. Effective January 1, 1987, a married member who
retires must receive his/her benefit in the form of a joint and survivor annuity unless the
member’s spouse consents to another form of benefit. Minimum benefits for employees
eligible for retirement are $25 per month for each year of credited service. In addition,
major medical benefits are provided.

Death and Disability Benefits

If an active employee, first hired under the Plan before July 1, 1982, is participating in the
supplemental contribution provision, dies and is survived by a dependent child or
children, the employee's spouse and children receive a survivor's aliowance from the
Plan. The amount of the survivor's allowance is determined by the participant's base
salary and the number of dependent children. If an active employee was first hired under
the Plan on or after July 1, 1982, is not participating in or eligible for coverage under the
supplemental contribution provision and dies from an occupational cause, the spouse or
beneficiary will receive a monthly pension from the Plan. The amount of the pension
changes on the date the employee's normal retirement would have occurred if the
employee had lived. The new benefit is based on the employee's average base salary
at the time of his/her death and the credited service that would have accrued if the em-
ployee had lived and continued to work until normal retirement age.

If an employee with five or more paid up years of membership service is not eligible for
normal retirement benefits and becomes permanently disabled, the employee is entitled
to a monthly benefit. The annual disability benefit is equal to 50% of the base salary at
time of disablement plus an additional 10% of his/her base salary for each dependent
child up to a maximum of four children.

Continued
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NOTES TO FINANCIAL STATEMENTS, continued

Description of State of Alaska Teachers’ Retirement System (Plan), continued:
Effect of Plan Termination:

Should the Plan terminate at some future time, its net assets generally will not be
available on a pro rata basis to provide participant's beneftis. Whether a particular
participant’s accumulated Plan benefits will be paid depends on the priority of those
benefits at that time. Some benefits may be fully or partially provided for by the then
existing assets while other benefits may not be provided for at all.

Summary of Significant Accounting Policies:

Basis of Accounting

The Plan’s financial statements are prepared using the accrual basis of accounting.
Valuation of Investments

Investments, other than real estate equity fund and loans and mortgages, are carried at
market value to reflect the asset values of the Plan as determined by the lastquoted sales
price at June 30, 1989 and 1988.

Real estate equity funds are stated at estimated market value as determined by the
independent management of the investment accounts. These investments do not have
a readily available market and generally represent long-term investments.

l.oans and mortgages are serviced by the institution from which the loan is purchased.
The policy of the Plan is to hold these investments until maturity and, accordingly, the
investments are stated at cost, less an allowance for estimated loan losses. l.oans and
mortgages include approximately $11,240,000 and $9,191,000 for 1989 and 1988,
respectively, of other real estate owned. Other real estate owned represents properties
on which the Plan has foreclosed and is holding with the intent to resell.

The investment activity of all common stocks was consolidated October 1 , 1887 with the
common stocks of other State funds to form a common stock pool. The activity from
October 1, 1987 and the June 30, 1989 and 1988 balances of this common stock pool

Continued
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NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, Continued:
Valuation of Investments, Continued

are accounted for on a unit-accounting basis. All income and realized and unrealized
gains are allocated monthly to each participating fund on a pro rata ownership basis. All
income earned is included in dividend income. At June 30, 1989, the Plan's investment
in the domestic equity pool is comprised of the following ($000):

Domestic equities $375,119
tnterest and dividends receivable 1,204
Cash and cash equivalents 47575
Total $423,898

]

Foreign stocks at June 30, 1989 are comprised of the following {$000):

Foreign equities $ 89,462
Cash and cash equivalents 8.685
$ 98,147
T

The Commissioner of Revenue has the statutory authority to invest the monies of the
Plan. This authority is delegated to investment officers of the Treasury Division of the
Department of Revenue. Alaska Statute provides for the investment in United States
Treasury or agency securities; corporate debt securities; preferred and common stock;
commercial paper; securities of foreign governments, agencies, and corporations; for-
eign time deposits; gold bullion; futures contracts for the purpose of hedging; real estate
investment trusts; deposits within Alaska savings and loans and mutual savings banks;
deposits with state and national banks in Alaska; guaranteed loans; notes collateralized
by mortgages; certificates of deposit and banker's acceptances.

To provide an indication of the level of credit risk assumed by the Plan at June 30, 1989,
the Plan’s deposits and investments are categorized as follows:

Deposits

Category 1 - Insured or collateralized with securities held by the State or its
custodian in the State’'s name.

Category 2 - Collateralized with securities held by the pledging financial institu-
tion's trust department or custodian in the State's name.
Category 3 - Uncoliateralized.
Continued
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NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:

Valuation of Investments, continued

Investments

Category 1 - Insured or registered for which the securities are held by the State
or its custodian in the State's name.

Category 2 -

Uninsured and unregistered investments for which the securities are

held by the broker's or dealer's trust department or agent in the

State’s name.

Category 3 -

Uninsured and unregistered investments for which the securities are

held by the broker's or dealer’s trust department or agent but not in
the State’s name.

Deposits - cash
Investments:
Short-term investments
United States Government
Securities
Corporate bonds, notes,
and debentures
Common stocks
Foreign stocks
Real estate equity funds

$1,334,640
———

Category ($000)

# #2
$ 524

#3

12,900
639,332

169,248
423,898

88.738

$98,147

Is &

$98,147
—

Continued
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Market Value

(Carrying Value)
$ 524
12,900
639,332
169,248

423,898
98,147

— 88738
$1,432,787
——
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NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:

Short-term investments consist of repurchase agreements totaling $11,600 and certifi-
cates of deposits totaling $1,300. Treasury investment policy requires that securities
underlying the repurchase agreements must have a minimum market value of 102% of
the cost of the repurchase agreement.

During 1989 and 1988, the Plan's investments (including investments bought, sold, as

well as held during the year) appreciated (depreciated) in value as follows ($000):

United States Government securities

Corporate bonds, notes, and debentures
Common stocks
Foreign stocks

Real estate equity funds

The cost, market, and carrying value of the Plan's investments as of June 30, 1989 are

as follows:

1989

$ 29,544
11,272
19,789

1,566
3.072

$ 65,243

_Cost
Short-term investments $ 12,900
United States Government
securities 582,596
Corporate bonds, notes,
and debentures 160,496
Common stocks 391,992
Foreign stocks 94,046
Real estate equity funds 79,340
Loans and mortgages, net of
allowance for loan losses
of $5,417 -—88.235
$1,409,605
L
Continued
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Market
$12,900
639,332

169,248
423,898
08,147
88,738

—93.826
$1,526,089

1988

$ (7,881)
(3,751)
(41,372)
(23,030)
468

$ (75,566)

Carrying
Value

$ 12,900
639,332
169,248
423,898

98,147
88,738

— 88239
$1,520,498
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NOTES TO FINANCIAL STATEMENTS, continued

Summary of Significant Accounting Policies, continued:
Contributions Receivable

Contributions from employees and employers for service through June 30 are accrued.
These contributions are considered fully collectible and, accordingly, no allowance for
uncollectible receivables is considered necessary.

Accrued Interest and Dividends

Accrued interest and dividends represent amounts earned but not yet received as of
June 30. These amounts are considered fully collectible and, accordingly, no allowance
for uncollectible receivables is considered necessary. Accrued interest on loans and
mortgages is not recorded until received.

Funding Status and Progress:

The amount shown below as “pension benefit obligation,” which is the actuarial present
value of credited projected benefits, is a standardized disciosure measure of the present
value of pension benefits, adjusted for the effects of projected salary increases,
estimated to be payable in the future as a result of employee service to date. This
measure is intended to help users assess the Plan’s funding status on a going-concern
basis, assess progress made in accumulating sufficient assets to pay benefits when due,
and make comparisons among plans. The measure is independent of the actuarial
funding method used to determine contributions to the Plan, discussed in Note 4 below.

The pension benefit obligation is determined by William M. Mercer Meidinger Hansen
Incorporated and is that amount that results from applying actuarial assumptions to
adjust the accumulated benefits to reflect the time value of money (through discounts for
interest) and the probability of payment (by means of decrements such as for death,
disability, withdrawal, or retirement) between the valuation date and the expected date
of payment. The significant actuarial assumptions used in the valuations as of June 30,
1988 are as follows:

a.  Actuarial cost method - projected unit credit, unfunded accrued benefit liability
amortized over twenty-five years, funding surplus amortized over five years.

b.  Mortality basis - 1984 Unisex Pension Mortality Table set back one and one-half
years.

Continued
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NOTES TO FINANCIAL STATEMENTS, continued

Funding Status and Progress, continued:

C.

d.

Retirement age - retirement rates based on actual experience.
Interest rate - 9% per annum, compounded annually, net of investment expenses.
Health cost inflation - 9% per annum.

Salary scale - increase of 6.5% for the first five years of employment and 5.5% per
year thereafter.

Cost of living allowance (domicile in Alaska) - 54% of those receiving benefits will
be eligible to receive the cost of living allowance.

Contribution refunds - 100% of those terminating after age thirty-five with eight or
more years of service will leave their contributions and thereby retain their deferred
vested benefit. All others who terminate are assumed to have their contributions
refunded.

Asset valuation - three-year average ratio between market and book values of the
Plan’s assets except that fixed income investments are carried at book value.
Valuation assets cannot be outside of the range of bock and actuarial values.

Turnover and disability assumptions are based upon actual historical occurrence rates
ofthe Plan. The foregoing actuarial assumptions are based on the presumption that the
Plan will continue. Were the Plan to terminate, different actuarial assumptions and other
factors might be applicable in determining the actuarial present value of accumulated
benefits.

Continued
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NOTES TO FINANCIAL STATEMENTS, continued

Funding Status and Progress, continued:

At June 30, 1988, the assets in excess of pension benefit obligation were $8.8 million,
as follows ($ in millions):

Net assets available for benefits as of June 30, 1988,
at market, as more fully described in Note 2 $1,356.6

Pension benefit obligation:
Retirees and beneficiaries currently receiving benefits
and terminated employees not yet receiving benefits 688.1

Current employees:
Accumuiated employee contributions

including allocated investment income 228.2
Employer-financed vested 381.7
Employer-financed nonvested — 498

Total pension benefit obligation as of June 30, 1988 —1.347.8

Assets in excess of pension benefit obligation
as of June 30, 1988 $ 8.8
L]

Contributions:

Employees' Contributions

Employees contribute 7% of their base salary as required by statute. Qualified members
may make an additional contribution of 1% of their salary. Contributions are collected by
employers and remitted to the Plan. Present employees’ accumulated contributions at

June 30, 1989 were $210,000,000. Employees’ contributions earn interest at the rate of
4-1/2% per annum, compounded annually.

Continued
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Contributions, continued
Employers’ Contributions

The Plan’s funding policy provides for periodic employer contributions at actuarially de-
termined rates that, expressed as percentages of annual covered payroll, are sufficient
to accumulate sufficient assets to pay benefits when due. Employer contribution rates
are level percentages of payroll and are determined using the projected unit credit
actuarial funding method. The Plan also uses the level percentage of payroll method to
amortize the unfunded liability over a twenty-five year period. Funding surpluses are
amortized over five years.

1989 1988
Percentage Percentage
of Coverage of Coverage
Contributions _ Payroll Contributions __Payroll
($000) ($000)
Employers $47,348 12% $51,284 13%
Employees 31,888 7% 31.384 8%
$79,236 19% $82,668 21%
L] . L | I

Contributions made in accordance with actuarially determined contribution requirements
determined through actuarial valuations consist of the following ($000):

1989 1988
Normal cost $71,384 $66,206
Amortization of unfunded actuarial
accrued liability 7.852 16,462
$79,236 $82,668
] L. ]

Actuarial valuations for 1989 and 1988 were performed as of June 30, 1988 and 1987,
respectively.

Significant actuarial assumptions used to compute contribution requirements are the

same as those used to compute the standardized measure of the pension benefit
obligation discussed in Note 3.
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NOTES TO FINANCIAL STATEMENTS, continued

Retirement Incentive Program:

Legislation passed in May 1986 established a retirement incentive program designed to
encourage eligible employees to voluntarily retire in order to reduce personnel service
costs. The program was available to eligible State employees until June 30, 1987,
eligible University of Alaska employees from October 1, 1986 to September 30, 1987,
and all other members from January 1, 1987 to December 31, 1987.

The retirement incentive program receivable represents the reimbursement due from
agencies and employers participating in the program and is due in minimum equal annual
installments so that the entire balance is paid within three years after the end of the fiscal
year in which members retired. Interest on unpaid balances began accruing on March 1,
1988 at 7% per annum. The amount of reimbursement is the actuarial equivalent of the
difference between the benefits the member receives after the addition of the retirement
incentive under the program and the amount the member would have received without
the incentive, less any amount the participant was indebted as part of retiring under the
program. Participating members were indebted 21% of their annual compensation for
the school year in which the member terminated employment to participate in the
program. An outstanding indebtedness at this time a participant was appointed to
retirement resulted in actuarial adjustment to his/her benefit.

The effect of the first retirement incentive program on the pension benefit obligation was
fully accounted for in the June 30, 1988 actuarial valuation.

Legistation passed in June 1989 established a second retirement incentive program.
The second program will be available to members from July 1, 1989 through Decem-
ber 31, 1989. The terms and conditions of the second retirement incentive program are
the same as those for the first retirement incentive program previously described.

Ten-year Historical Trend Information:
Ten-year historical trend information designed to provide information about the Plan’s
progress made in accumulating sufficient assets to pay benefits when due is presented

on the accompanying supplemental schedules of analysis of funding progress and
revenues by source and expense by type.
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NOTES TO FINANCIAL STATEMENTS, continued
Contingent Liabilities:

The State of Alaska Public Employees’ Retirement System (PERS) was a party to an
action contesting application of the early retirement factors adopted by PERS in the
calculation of the pension benefit obligation. The Alaska Supreme Court ruled in 1987
thatthe PERS application of the early retirement factors was incorrect. While the suitwas
not directed at the State of Alaska Teachers' Retirement System (TRS), its outcome
indirectly affected the TRS application of actuarial retirement factors. The effect of the
suit on the pension benefit obligation or the amount payable to retirees as a result of not
using more favorable actuarial retirement factors has not been determined and, in the
opinion of the TRS actuary and officials of the Division of Retirement and Benefits, will
not significantly affect the Plan’s financial status.

103




STATE OF ALASKA
TEACHERS’ RETIREMENT SYSTEM

REQUIRED SUPPLEMENTARY INFORMATION
ANALYSIS OF FUNDING PROGRESS

(Unaudited)

($000)
Unfunded
{Assets in
Excess of)
Pension
Unfunded Benefit
(Assets in Obligation
Excess of) as of
Year Pension Pension Annual Percentage
Ended Net Assets Benefit Percentage Benefit Covered of Covered
June 3¢ Avaijlable bligation Funded Obligation Payroll Payroll
1985 $ 866,333 $1,042,551 83.1% $176,218 $358,110 49.2%
1986 1,141,650 1,115,773 102.3 (25,877) 392,136 (6.8)
1987 1,303,464 1,210,909 107.6 (92,555) 348,606 (26.68)
1988 1,356,575 1,347,859 100.6 8,718 361,310 2.4

Analysis of the doliar amounts of net assets available for benefits, pension benefit obligation,
and unfunded pension benefit obligation in isolation can be misleading. Expressing the net
assets available for benefits as a percentage of the pension benefit obligation provides one
indication of the Plan’s funding status on a going-concern basis. Analysis of this percentage
over time indicates whether the plan is becoming financially stronger or weaker. Generally, the
greater this percentage, the stronger the plan. Trends in unfunded pension benefit obligation
and annual covered payroll are both affected by inflation. Expressing the unfunded pension
benefit obligation as a percentage of annual covered payroll approximately adjusts for the
effects of inflation and aids analysis of the Plan’s progress made in accumulating sufficient
assets to pay benefits when due. Generally, the smaller this percentage, the stronger the plan.

See notes to financial statements.
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REQUIRED SUPPLEMENTARY INFORMATION
REVENUES BY SOURCE AND EXPENSES BY TYPE

(Unaudited)

($000)
Employer
Revenues By Sources Contribution
Unrealized as of
Appreciation Percentage
Year (Depreciation) of Annual
Ended Employee Employer Investment in Covered
~June 30 Contributions Contributions Income Market Vaiue Total —Payroli
1979 $15,142 $26,559 $22,832 $ 518 $ 65,051 13.8%
1980 16,651 31,243 32,274 (6,494) 73,674 14.4
1981 18,853 37,654 39,804 (19,017) 77,294 16.2
1982 21,735 50,857 31,574 (6,701) 97,465 18.7
1983 24,546 54,718 62,846 36,218 178,328 18.6
1984 27,257 63,316 61,559 (48,194) 103,938 19.4
1985 29,176 68,826 74171 78,418 250,591 19.2
1986 32,039 69,276 119,173 103,643 324,131 17.7
1987 34,159 58,177 143,692 (15,877) 220,351 16.7
1988 33,104 69,363 100,239 (75,568) 127,140 19.2
Expenses By Type
Refunds to
Retirement Medical Terminated  Administrative
Benefits Benefits Employees Expenses Total
1979 $12,833 $ 905 $2,420 $ 699 $16,957
1980 15,548 914 3,088 853 20,403
1981 18,414 1,590 3,172 1,178 24,354
1982 21,198 1,683 2,974 1,333 27,188
1983 24,053 2,307 2,509 1,606 30,475
1984 27,792 3,257 3,094 1,605 35,748
1985 33,360 4,393 3,126 2,951 43,830
1986 38,476 4,424 3,311 2,603 48,814
1987 46,183 4,613 4,239 3,502 58,537
1988 60,939 5,040 3,798 4,252 74,029

Contributions were made in accordance with actuarially determined contribution requirements.

See notes to financial statements.

105




TEACHERS' RETIREMENT SYSTEM
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

(Unaudited)

All significant accounting policies, benefit provisions and actuarial assumptions are the same
for the required supplementary information and the financial statement except as follows:

The Plan’s actuarial funding method for the years ended June 30, 1978 through
June 30, 1984 was attained age normal. Effective July 1, 1984, the Plan adopted the
projected unit credit actuarial funding method.

Effective July 1, 1980, the Plan adopted new actuarial assumptions. The assumed
rate of interest was increased from 6% to 8% per year. The salary scale assumption
was changed from 6% per year until age thirty-nine and 5% per year thereafter to 8%
for the first five years of employment and 7% thereafter. Health care cost inflation was
set at 8%. Turnover and disability assumptions were revised based upon actual ex-
perience in 1980 through 1981.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Actuarial funding
surpluses are amortized over five years rather than twenty-five years. The assumed
rate of interest was increased from 8% to 9% per year. The salary scale assumption
was lowered to 6.5% per year for the first five years of employment and 5.5% per year
thereafter, down from 8% and 7%, respectively. Health care cost inflation iwas
ncreased to 9% rather than 8% . Turnover and disability assumptions were revised
based on actual experience in 1981 through 1985.

The amortization period for the unfunded accrued benefit liability was changed from

forty years to thirty years effective July 1, 1978 and from thirty years to twenty-five
years effective July 1, 1981.
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Willlam M. Mercer Meidinger Hansen, incorporaled

HIGHLIGHTS

This report has been prepared by William M. Mercer Meidinger Hansen,
Incorporated to:

(1) present the results of a valuation of the Alaska Teachers’
Retirement System as of June 30, 1988;

{2) review experience under the plan for the year ended June 30,
1988;

(3) determine the contribution rates for the State and for each
school district in the system;

(4) provide reporting and disclosure information for financial
statements, governmental agencies, and other interested
parties.

The report is divided into two sections. Section 1 describes the bgsis
of the valuation. It summarizes the plan provisions, provides
information relating to the plan participants, and describes the

funding methods and actuarial assumptions used 1in determining
liabilities and costs.

Section 2 contains the results of the valuation. It includes the
experience of the plan during the 1987-88 plan year, the current annual
costs, and reporting and disclosure information.

The principle results are as follows:

Funding Status as of June 30: 1987 1988
{a) Valuation Assets* $1,225,009 $1,331,905
{b} Accrued Liability* 1,210,909 1,347,859
(c) Funding Ratio,

(a) / (b) 101.2% 98.8%

Contributions for Fiscal Year 19g0** 19891
(a) Normal Cost 9.36% 11.86%
{b) Past Service Rate 1.80% LA1%
(c} Total Contribution Rate 11.16% 12.27%

* In thousands.

** Same as 1985 rates.
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William M. Mercer Meidinger Hansen, Incorporated

In preparing this valuation, we have employed generally accepted
actuarial methods and assumptions, in conjunction with employee data
provided to us by the plan sponsor and financial information provided
by the audited report from Peat, Marwick, Main and Company, to
determine a sound value for the plan liabilities. We believe that this
value, and the method suggested for funding it, are in full compliance
with the Governmental Accounting Standards Board, the Internal Revenue
Code, and all applicable regulations.

Respectfully submitted,

Tl FYochonstoon D A

Robert F. Richardson, ASA, EA, MAAA Brian R. McGee, FSA
Principal Principal
RFR/BRM/ js

March 28, 1989
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The results of this year's actuarial valuation for the TRS show a modest decrease in the funding
ratio, and a very large increase in the employer contribution rate. These changes can be
explained by the four major deviations of actual experience in FY 88 from our actuarial
assumptions. Overall, there was an actuarial loss during the year of $75,074,000, or 5.6% of
the accrued liability.

Retiree Medical Insurance

Lastyear there was an actuarial loss of $51,917,000 due to the large increase in retiree medical
premiums. More importantly, from a cost point of view, this increase resulted in a 3.51%
increase in the employer contribution rate.

An analysis of retiree medical claims for the past two years shows a decrease in hospital
admissions and hospital days per retiree per year, for both under and over age 65. However,
total hospital expenses per retiree during these two years increased 18% for retirees over age
65, and 36% for those under age 65.

Formany years, we have commented on the substantial increases in retiree medical insurgnce
premiums. The following tabie summarizes the monthly premium, per benefit recipient, since
retiree medical became a benefit of the TRS.

1977 $34.75 - -
1978 57.64 66% -
1979 €69.10 20% 20%
1980 64.70 - 6% 6%
1981 96.34 49% 19%
1982 96.34 0% 14%
1983 115.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 - 2% 12%
1988 140.25 -15% 9%
1989 211.22 51% 13%
1990 252.83 20% 13%

In FY 886, the upward spiral of retiree health insurance premiums reversed. At the time it was
felt that some of this decrease was due to the cost containment measures which were
established and some was due to a correction from the prior year’'s increase. This downward
trend continued in 1987 and 1988. Unfortunately, medical premiums for retirees have once
again reversed with an 80% increase in the last two years.
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Certainly some of this increase is due to the influx of retirees from the Retirement Incentive
Program. While the initial cost of medical care for employees retiring under the RIP is being
paid by employers, the 80% increase in premiums was not anticipated in the cost figures. The
difference between current medical premiums and those used in the RIP cost figures
increased the System’s liabilities by $14,735,000.

Also, many of the new retirees are under age 65 with correspondingly higher medical costs.
This is because Medicare offsets much of the medical cost after a retiree reaches age 65.
During the next few years, the percentage of retirees over age 65 should increase, relieving
some of the upward pressure on retiree medical premiums.

The chart on page 7 shows medical claims for pre-65 retirees increasing faster than claims
for post-65 retirees. This may reflect the impact of DRG reimbursement holding down claims
for retirees over age 65 and eligible for Medicare, and a “cost shift” toward retirees under age
65 and not eligible for Medicare.

Investment Performance

The effect of “Black Monday" on stock market prices was still felt by the equity portion of the
TRS portfolio by the end of the fiscal year. Based upon the fund’'s market value, the
investment return during the year was only 1.87%. Valuation assets are based upon a three-
year smoothing of actuarial values. Nevertheless, investment return based upon valuation
assets was only 6.33% during the year. The net result was an actuarial loss from investment
sources of $32,561,000, which resulted in a .84% increase in the employer contribution rate.

Retirement incentive Program

Primarily due to the Retirement Incentive Program, the number of retirees in the Teachers'
Retirement System increased more than 40% during the last two years. Almost 10% of all
active teachers took advantage of the RIP and retired earlier with larger benefits.

The cost of the RIP is being paid by employers based on the actuarial value of the exira
benefits, calculated individually for each employee who elected to retire under the Program.
This costis being paid over a three-year period. Based on historical averages, itwas assumed
inthe RIP cost calculations that 54% of all retirees would reside in Alaska and receive the 10%
C.O.L.A. In the first few years of retirement, a much higher percentage of retirees reside in
Alaska. This means high liabilities for recent retirees, which decrease over time as retirees
leave the State. This phenomenon resulted in additional liabilities this year associated with
the RIP of approximately $4.4 million. This liability is expected to decrease as these RIP
retirees leave the state. If the original assumptions are met, the total cost to the System is
projected to equal the actuarial value paid by employers for the RIP.

Salary Increases
Somewhat offsetting the above-mentioned actuarial losses was an actuarial gain from salary
increases which were less than anticipated. The actuarial gain from these less-than-

anticipated salary increases was $25,755,000, which resulted in a .87% decrease in the
employer contribution rate.
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Volatility of Contribution Rates

For the last few years, the employer contribution rate to the Teachers’ Retirement System has
been quite volatile. This is primarily due to economic changes which are beyond the State’s
control. While the medical costs have been volatile, over the long run, of greatest importance
is the investment performance of the Teachers' Retirement Fund. When the system was not
fully tunded, and when the percentage of equities was substantially less, investment perform-
ance was more stable. Even with the three-year smoothing approach used to dampen wide
swings in market values from year to year, the investment performance realized by the Plan
is subject to substantial variation. For the last few years, excellent investment performance
contributed to a sharp decrease in employer contribution rates. This year, a lower return
contributed to the increase. After the three-year smoothing, the Plan's investment perform-
ance was 2.67% below our actuarial assumption. This is not a large deviation! Nevertheless,
an actuarial loss of this magnitude, by itself, led to an increase in empioyer contribution rates
of .84% of TRS payroll.

The following table summarizes the sources of increase in the employer contribution rate:

(1) Last year's employer contribution rate ..........cccceveeeeieeeiesvecensnveeennne 8.19%
(2) Increase due to retiree medical INSUFANCE. ......cooooveuveeieerirreee e 3.51%
(3) Increase due to less-than-anticipated investment performance. ...... .B4%
(4) Decrease due to lower salary raiSes ......cccveveeeeeereresrsieeeeeeee e - .87%
(5) Impact of all other factors .......eeiie e A0%
(6) Employer contribution rate this year ............ccoceeeeeieiieevcrcrrece e 12.27%

Recommended Change

it is our recommendation that the employer contribution rate be based upon a three-year
average of the rates developed in the actuarial reports. This slight change in actuarial
methodology will dampen the inevitable swings in employer contribution rates from year to
year. The following table summarizes the effect of this recommendation on contribution rates
over the last six years:

6-30-83 17.36% FY86
6-30-84 17.36% FY87
6-30-85 13.28%* 16.00% FY88
6-30-86 11.16% 13.93% FY89
6-30-87 8.19% 10.87% FYS0
6-30-88 12.27% 10.54% FY91

* Note: A change in actuarial assumptions on 6-30-85 lowered
the contribution rate from 16.68% to 13.28%.
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Summary

With a net actuarial loss of over $75,000,000 and a substantial increase in retiree medical
insurance premiums, FY 88 was not a good year financially for the TRS. The funding ratio
decreased slightly and the employer contribution rate showed a large increase. Nevertheless,
the Plan is very well funded by all standards, as indicated by the 98.8% funding ratio.
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(1)

(2

(3)

(@)

(5)

(6)

7)

Plan

The Teachers’ Retirement System of Alaska is a joint contributory retirement system to
provide benefits for teachers of the State.

Effective Date
June 30, 1955, as amended through June 30, 1988.

Administration of Plan

The Commissioner of Administration appoints the administrator of the Systz_am; the
Alaska Teachers’ Retirement Board makes recommendations to the Commissioner of
Administration; and the Commissioner of Revenue invests the funds.

Membership

Membership in the Alaska Teachers' Retirement System is compulsory for each certifi-
cated elementary or secondary teacher, certificated school nurse, and other certificated
personnel who are employed on a full-time or part-time basis in positions which require
teaching certificates as a condition of employment in the public schools of Alaska.
Membership is also compulsory for the Commissioner of Education, supervisors within
the Department of Education, and all full-time or part-time teachers of the University of
Alaska and administrative personnel occupying full-time positions at the University of
Alaska which require academic standings and are approved by the Administrator.
Certain State legislators may also elect to be eligible for membership.

Credited Service

A year of membership service is defined to be the same as a school term which is
currently a minimum of 172 days, and fractional service credit is on a daily rate basis.
Credit is granted for all Alaskan public school service. Credit is granted for accrued,
unused sick leave as reflected by the records of the last employer once a member has
been on retirement an equal amount of time, meets eligibility requirements and has
completed an application for the credit.

Contributions by Teachers

Effective July 1, 1970, each teacher shall contribute 7% of base salary earned from July 1
to the following June 30.

Voluntary Supplemental Contributions

If a teacher who first joined the system before July 1, 1982 wishes to make his or her
spouse or minor children eligible for a spouse’'s pension and/or survivor's allowance, the
teacher may elect to make supplemental contributions of an additional 1% of base salary
commencing not later than 90 days after marriage, or the birth or adoption of a child, or
upon re-entry into the system provided there was at least a twelve (12) month break in
service.
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9)

(10)

(11)

(12)

Arrearage Contributions

Upto tenyears of public or non-public teaching service, or service by a certificated person
in a position requiring certification, in an accredited school not covered under the
Teachers’ Retirement System, or service in an institution of higher learning not under the
control of the Board of Regents of the University of Alaska, may be credited for retirement
purposes. For teachers first hired after July 1, 1978, the full actuarial cost of providing
benefits for the service will be borne by the teacher. No fractional credit is granted for
outside service.

Service as a teacher, a certificated person employed in a full-time position requiring a
teaching certificate, or a professional educator, in an Alaska B.l.A. school or school
system may be credited for retirement purposes. Contributions are required for service
which is claimed. There is no limit on the amount of Alaska B.I.A. service that may be
claimed. Fractional credit is granted for Alaska B.1.A. service and military service.

A maximum of five years of military service may be credited for retirement purposes:
however, the maximum outside and military service credit may not exceed ten years,
unless entry into the military is immediately preceded by TRS service and following
discharge is continued by TRS service within one year. Contributions are required tfor
service which is claimed. Fractional credit is granted for military service.

Retroactive Contributions

If a teacher was not subject to the provisions of the Retirement Act and, at a later date
became subject to them due to legislative changes to the eligibility requirements, the
teacher may elect to receive credit for creditable service prior to membership by
subrmitting to the Retirement Fund an amount equal to the contributions that would have
been made if the teacher had been a member of the System for any year's service after
June 30, 1955, plus interest thereon. Retroactive contributions are not required for
creditable membership service before July 1, 1955.

Employers’ and State’s Contributions

The employer contributes an amount required, in addition to member contributions, to
finance the benefits of the System.

Rate of Interest

The amount deposited in a member account will be credited with interest at the rate
established for a school year at the end of such school year. Effective June 30, 1974,
the interest rate was increased to 4-1/2%.

Withdrawal of Mandatory Contributions

It a member terminates teaching services in Alaska, mandatory contributions may be

withdrawn. Upon request, a terminated teacher will receive a refund of the balance of the
member contribution account.
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(13) Reinstatement of Contributions

If Mandatory Contributions are withdrawn and a member subsequently resumes teach-
ing in Alaska, the member will be indebted to the Teachers’ Retirement Fund in the
amount of the total refund. The reinstatement indebtedness bears compound interest at
the rate prescribed by regulation to the date of repayment or the date of retirement,
whichever occurs first.

(14) Normal Retirement Eligibility

Meeting the requirement ot either {a) or (b) below:

(a) Upon attaining age 55 and meeting one of the following service requirements:

(b)

(1)
(2)

(3)

or;

Eight years of fully-paid membership service, or

15 years of fully-paid creditable service, the last five of which_ have been
membership service; (after July 1, 1975 a new member needs eight years of
fully-paid membership service); or

Five years of fully-paid membership service and three years of fully-paid
Alaska B.1.A. service;

At any age after meeting one of the following service requirements:

1

(4)

25 years of fully-paid creditable service, the last five of which are membership
service; or

20 years of fully-paid membership service; or

20 years of fully-paid combined membership service and Alaska B.LA.
service, the last five of which are membership service.

20 part-time years of fully-paid membership service (at least one-half year
each).

A retired teacher who has been receiving a disability retirement benefit shall be eligible
for a service retirement benefit upon satisfying normal retirement eligibility.

(15) Early Retirement Eligibility

Upon attaining age 50 and meeting one of the following service requirements:

(1)
()

Eight years of fully-paid membership service, or

15 years of fully-paid creditable service, the last five of which have been member-

ship service; (after July 1, 1975 a new member needs eight years of fully-paid mem-

bership); or

Five years of fully-paid membership service and three years of fully-paid Alaska
B.I.A. service during which the teacher received compensation for at least two-
thirds of each school year.
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(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

Computation of Average Base Salary

A teacher’s average base salary is determined by averaging the teacher's highest base
salary which the teacher received for any three years of membership service.

Normal Retirement Benefit

The normal retirement benefit is 2% of the teacher’s Average Base Salary multiplied by
the total number of years of creditable service.

Early Retirement Benefit

A teacher who meets the service requirements for normal retirement, but not the age
requirements, may elect to have reduced payments commence as early as age 50. The
reduced Early Retirement Benefit is equal to the actuarial equivalent of the normal
retirement benefit.

Indebtedness Owing At Retirement

It on the date of appointment to retirement, a teacher has not paid the full amount of his
indebtedness including interest to the Retirement Fund, the retirement benefit will be
reduced for life by an amount equal to the actuarial equivalent of the outstanding
indebtedness at the time of retirement.

Re-employment of a Retired Teacher

It a retired teacher is reemployed in a position covered under the System, the retirement
benefit will be suspended during the period of reemployment.

During such period of reemployment, retirement contributions are mandatory.
Disability Retirement Benefits

A disability retirement benefit may be paid if a teacher has become permanently disabled
before 55 and has at least five years of fully-paid membership service.

The benefit will be equal to 50% of the disabled teacher’s base salary immediately prior
to becoming disabled. This benefit will be increased by 10% of the teacher's base salary
for each minor child up to a maximum of 40%.

When the disabled teacher attains age 55, the disability benefit will automatical!y
terminate. A normal retirement benefit will be computed as if the teacher had begn in
membership service during the period of disability, and a service retirement will be
granted.

Cost-of-Living Allowance

An eligible retired teacher who remains in Alaska is entitled to receive an additional cost-
of-living allowance equal to 10% of the base retirement benefit.

Post-Retirement Pension Adjustment

When the administrator determines that the cost of iiving has increased gnd that the
financial condition of the retirement fund permits, ali retirement benefits may be
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(24)

(25)

(26)

increased. The amount of the increase shall be not more than the lesser of 4%
compounded for each year of retirement, or the cost-of-living increase since the date of
retirement, reduced by prior Post-Retirement Pension Adjustments.

Lump Sum Non-Occupational and Occupational Death Benefit

Upon a non-occupational death of a member who has made no supplementat contribu-
tions or who made suppiemental contributions for less than one year and has completed
less than one year of membership service, a lump-sum benefit shail be paid to the
designated beneficiary. The lump-sum benefit is the teacher's accumulated member
contribution account. If the teacher is in active service at the time of death after
completing at least one year of membership service but before becoming a vested
member, an additional death benefit equal to $1,000 plus $100 for each year of
membership service {the total not to exceed $3,000), plus $500 if the teacher is survived
by one or more minor children is also payable.

Upon an occupational death of a member who has not made the required supplemental
contributions, a monthly survivor's pension equal to 40% of the base salary at the time
of death or disability, if earlier, may be payable. At the member's Normal Retirement
Date, the benefit converts to a Normal Retirement benefit based on pay at date of
disability or death and credited service, including period from date of disability or death
to Normal Retirement Date.

If the teacher had received a retirement benefit prior to his death, payment shal! be his
accumulated contributions, plus interest, minus all benefits paid. However, if the teacher
elected one of the joint and survivor options (50%, 66-2/3% or 75%}) at retirement, an
eligible spouse would receive a continuing monthly benefit for the rest of his or her life.

Survivor's Allowance

If a teacher has made supplemental contributions for at least one year and dies while in
membership service, or while receiving a disability benefit, or if a teacher has made sup-
plemental contributions for at least five years and dies while on retirement or in deferred
retirement status, and is survived by one or more minor children, his surviving spouse
and/or minor children are entitled to the survivor's allowance. The amount of the benefit
is 35% of the teacher's base salary immediately prior to his death or becoming disabled
for his spouse and 10% for each minor child up to a maximum of 40%. The survivor's
allowance commences the month following the member's death. When there is no longer
an eligible minor child, this allowance ceases and a Spouse’s Pension becomes payable.

Spouse’s Pension

If a teacher has made supplemental contributions for at least one year and dies whiie in
membership service, or while receiving a disability benefit, or if a teacher has made sup-
plemental contributions for at least five years and dies while on retirement or in deferred
retirement status, the surviving spouse is entitled to receive the Spouse’s Pension. The
amount of the benefit is 50% of the service retirement benefit that the deceased teacher
was receiving or would have received. The Spouse's Pension commences the month
following the member's death. The payment ceases when the spouse dies.
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(1)  Number 8,259 8,684 8,824 7,797 8,218
(2) Number Vested 4,233 4,196 4,053
(3) Average Age 39.76 40.04 40.48 41.09 41.34
(4) Average Credited Service 9.53 9.54 9.81 10.45 10.46
(5) Average Annual Salary $39,416 $41,238 $44,440 $44,710 $43,966
Retirees and Beneficiaries
(1) Number 1,764 2,022 2,008 2,376 2,972
(2) Average Age 63.17 62.75 63.18 62.83 61.41
(3) Average Monthly Benefit
Base $1060 $1,176 $1.205 $1.304 $1,460
C.O.L.A. $ 68 $ 79 $ 79 $ 8 $ 102
P.R.P.A. $ 188 $ 279 $ 258 $ 268 $ 208
Total $1316 $1,534 $1,542 $ 1,659 $1.,770
Vested Terminations
(1) Number 509 335 481 777 408
(2) Average Age 46.75 45.49 47.74 47.92 44.26
(3) Average Monthly Benefit $ 944 $ 850 $1,178 $1,391 $ 847
Not Vested Terminations With Account Balances
{1} Number 914 1,093 869 1,529 938
(2} Average Account Balance $5573 $6649 $82356 $9421 $9,773
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Normal Retirement

Number, Prior Year 1,579 1,627 1,855 1,922 2,194
Net Change During Year 48 228 67 272 566
Number, This Year 1,627 1,855 1,922 2,194 2,760
Average Age At Retirement 56.96 56.57 56.47 56.06 55.11
Average Age Now 64.13 63.49 64.01 63.52 61.84
Average Monthly Benefit $1317 $1537 $1549 $1672 §$1,793
Surviving Spouse’s Benefits
Number, Prior Year 42 40 64 69 70
Net Change During Year (2) 24 5 1 15
Number, This Year 40 64 69 70 85
Average Age At Retirement 57.87 57.29 54.52 53.93 55.83
Average Age Now 64.87 66.20 63.98 63.49 66.74
Average Monthly Benefit $ 503 $ 953 $ 833 $ 750 $ 708
Survivor's Benefits
Number, Prior Year 35 37 38 34 32
Net Change During Year 2 1 4) (2) 4
Number, This Year 37 38 34 32 36
Average Age At Retirement 3547 36.23 35.29 39.04 36.15
Average Age Now 41.09 41.84 43.08 46.77 44.66
Average Monthly Benefit $1,247  $1,501  $1,584 $1,746  $1,513
Disabilities
Number, Prior Year 56 60 65 73 80
Net Change During Year 4 5 8 7 A
Number, This Year 60 65 73 80 91
Average Age At Retirement 44.11 44 46 4455 44.00 44.39
Average Age Now 49.64 50.30 50.64 49.93 49.87
Average Monthly Benefit $1,817 $2,026 $2,003 $2,075 $2,125
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Valuation of Liabilities
A.

3.
4.
5.
6.

Actuarial Method - Projected Unit Credit.

Liabilities and contributions shown in the report are computed using the Projected Unit
Credit method of funding. The unfunded accrued benefit liability is amortized over 25
years. Actuarial funding surpluses are amortized over five years.

The objective under this method is to fund each participant’s benefits under the pian as
they accrue. Thus, each participant’s total pension projected to retirement with salary
scale is broken down into units, each associated with a year of past or future service. The
principle underlying the method is that each unit is funded in the year for which it is
credited. Typically, when the method is introduced there will be an initial liability for
benefits credited for service prior to that date, and to the extent that this liability is not
covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen
period in accordance with an amortization schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over
the Assets of the Plan. The level annual payment to be made over a stipulated number
of years to amortize the Unfunded Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited
with respect to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject to amortization.

Actuarial Assumptions

Interest 9% per year, compounded annually, net of expenses.

Salary Scale 6.5% per year for the first five years of employment and 5.5%
per year thereafter.

Health inflation 9% per year.

Mortality 1984 Unisex Pension Mortality Table set back 1-1/2 years.

Turnover Based upon the 1981-85 actual total turnover experience.

Disability Incidence rates in accordance with Table 2. Post-disability

mortality in accordance with rates published by the Pension
Benefit Guaranty Corporation to reflect mortality of those
receiving disability benefits under Social Security.
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7.  Retirement Age Retirement rates based on actual experience in accordance

with Table 3.

8. Spouse’s Age Wives are assumed to be four years younger than hus-
bands.

9. Confribution Refunds 100% of those terminating after age 35 with eight or more

years of service will leave their contributions in the fund and
thereby retain their deferred vested benetfit. All others who
terminate are assumed to have their contributions refunded.

10. C.O.L.A. 54% of those receiving retirement benefits will be eligible for
C.O.LA.
11. Sick Leave 4.7 days of unused sick leave for each year of service will be

available to be credited once the member is retired.

12. Expenses Expenses are covered in the interest assumption.

Valuation of Assets

Based upon the three-year average ratio between market and book values of the System’s
assets, except that fixed income investments are carried at book value. Assets are accounted
for on an accrued basis. Valuation assets cannot be outside the range of book and actuarial
values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-
65 cost and lower post-65 cost (due to Medicare) were assumed such that the total rate for all
retirees equals the present premium rate. These medical premiums are then increased with
the health inflation assumption. The actuarial cost method used for funding retirementbenefits
is also used to fund health benefits.

For FY89, the pre-65 monthly premium is $267.43 and the post-65 premium is $76.37, based
on a total blended premium of $211.22.

121




This page intentionally left blank.

122
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04-D2LH

STEVE COWPER, GOVERNOR

P.O.BOX S

DEPA“TM ENT oF “E‘YENI,TE JUNEAU, ALASKA 9987 1-0400
PHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER TELEFAX: (907) 465-2369

December 1, 1989

To the Participating Employees and Employers of
The Alaska Teachers’ Retirement System

Dear Members:

I am pleased to provide to you the Teachers’ Retirement Trust Fund 1989
Investment Report.

The report describes the nature, management, and investment policy of the fund and
presents the investment results for the fiscal year ending June 30, 1989 and the preceding
four fiscal years. The report is included in the Annual Report of the Alaska Public
Employees’ Retirement System and Teachers’ Retirement System published by the
Department of Administration pursuant to Alaska Statutes 39.35.020(5) and 14.25.030(4).

HM/MB/mem

123




This page intentionally left blank.

124




TEACHERS’ RETIREMENT TRUST FUND
1989 Investment Report

Creation, Purpose, and Nature of the Fund

The Teachers’ Retirement Trust Fund is established by Alaska Statutes 14.25.170(5). The
fund holds the assets of the Teachers’ Retirement System. These assets are comprised of in-
vestments of various kinds, including stocks, bonds, and real estate. The fund was created as
a means of paying retirement and other benefits to employees participating in the retirement
plan administered under the Teachers’ Retirement System. The retirement plan is a defined
benefit plan in which benefit levels are determined by length of employment and highest
average salary of each employee. The plan is a joint-contributory plan in which both employee
and employer make continuing contributions, calculated as a percentage of current salary.
Employee contribution percentages are fixed by statute. Employer contributions are deter-
mined by annual evaluations of the fund by a consulting actuary. The plan is considered to be
perpetual because it applies to future as well as current employees and because the employers
(state and municipal governments or political subdivisions) are perpetual in nature.

The assets of the fund came into being and have grown because employers and employees
have paid more into the fund in the form of contributions than has been paid out in benefits.
Investment returns have further increased the fund's assets. Contributions currently exceed
benefits by design, in order to be able to make the benefit payments that can reasonably be
expectedin the future. These projections of future benefit payments are one of the main factors
estimated by the actuary in determining employer contribution rates. The other main factors
are the amount of assets in the fund and the expected future returns on investments. Future
benefits will be much larger than benefits paid today because of past and future growth in the
number of employees, in their salaries, and in health care costs for retirees.

Participating employers are bound by the Alaska Constitution to pay the plan’s benefits.
Although benefits could be paid on a pay-as-you-go basis, the existence of a fund serves two
purposes. For the employer, it smooths out over time the burden of paying these benefits, just
like mortgage payments smooth out the burden of buying a house. For the employee, it
provides insurance that employers will meet their obligations.

Trust Stature of the Fund

Itis this insurance function which has caused the fund to be designated by Alaska law as a trust
fund. Under common law, a trust fund is a fund which can only be used in the interests of
persons designated by the creator of the fund as beneficiaries. Of course, in the case of the
Teachers' Retirement Trust Fund, the beneficiaries are the teacher employees, and have been
so designated by the State in the laws creating the fund.

As atrustfund, itwould be legally suspect for the State, or a municipal employer for that matter,
to withdraw money from the fund to use for purposes other than paying benefits. Even
underfunding or deferring of an employer’s contributions would be questionable, based on
Article 11, Section 7 of the Alaska Constitution. This constitutional provision places a
contractual obligation on employers to pay these benefits.
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Perhaps most telling in regards to this obligation is the Alaska Supreme Court’s decision in
Hammond vs. Hoffbeck. This decision limits public employers’ ability to diminish even benefits
that could be, but have not yet been earned, by an existing empioyee. The Hammond vs.
Hoftbeck decision is also based on Article 11, Section 7 of the Alaska Constitution. This section
reads:

"Membership in employee retirement systems of the State or its
political subdivisions shall constitute a contractual relationship. Accrued
benefits of these systems shali not be diminished or impaired.”

Another reason for establishing and maintaining the fund as a trust is provided by the IRS. The
federal tax code allows employee contributions to such funds and the earnings of such funds
to be exempt from federal income taxes only if the fund is a trust “for the exclusive benefit” of
employees. This actually amounts to a deferral of taxes since retirees are taxed on retirement
benefit payments they may ultimately receive. Inthe case of the Teachers’ Retirement System,
state statutes would have to be revised to permit exemption of employee contributions.

Thus, the Teachers’ Retirement Trust Fund is a fund that must be managed solely with the
employee in mind. A strong array of provisions in the Alaska Constitution, common law, Alaska
Statutes, and federal tax code places the force of law behind this obligation.

Management of the Fund

Alaska Statutes 14.25.180 designates the Commissioner of Revenue as the treasurer of the
system and the fiduciary of the fund. As the sole fiduciary, the Commissioner is solely
responsible and accountable for the investment of the fund.

The fiduciary for a trust fund, also known as a trustee, is subject to two principal duties under
common law -- a duty of prudence and a duty of loyalty. The duty of prudence requires the
trustee to exercise a degree of care in managing investments that would be used by a person
of ordinary prudence in managing their own investments. The duty of loyalty requires the
trustee to act only in the best interests of the beneficiaries. Alaska law has reformulated these
duties to higher and more demanding standards and made them specifically applicable to the
Teachers' Retirement Trust Fund. These statutory standards require the fiduciary to exercise
the standard of care required of a professional institutional investor managing large invest-
ments under a trust relationship and to act only in the best financial interests of the
beneficiaries.

The importance of observing these fiduciary duties is underscored by Alaska Statutes holding
the Commissioner, or a designee, personally liable for breaches. The Commissioner may
delegate investment responsibilities to State officers or employees or to independent firms,
banks, or trust companies. Even so, the Commissioner remains potentially liable through
tailure to act upon, knowledge of, or knowing participation in, breaches by designees who have
been delegated investment powers.

As permitted by the statutes, the Commissioner has delegated investment responsibilities to
both departmental staff and independent firms or financial institutions. State investment
officers of the Treasury Division of the Department of Revenue manage fixed income
investments. These include corporate and government bonds, money market investments,
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and real estate mortgages, the latter through financial institutions and mortgage lending
companies on contract as seller/servicers. Domestic and international corporate stock
investments are managed by investment adviser firms under contracts which grant them full
discretion for investment decisions. Real estate equity investments are managed by real
estate adviser firms through pools in which the Teachers’ Retirement Trust Fund has invested
along with other tax-exempt funds.

Treasury investment officers are subject to certain professional accreditation requirements
and also must conform to “The Code of Ethics and Standards of Professional Conduct” of the
Financial Analysts Federation as well as the Alaska Executive Branch Ethics Act.

Investment Policy

As fiduciary, the Commissioner is charged by statute with determining the investment
objectives and policy for the fund. In so doing, the Commissioner must consider both the
assets and liabilities of the system both now and in the future.

One of the means for considering the current and future condition of the system is provided by
long-range projections, prepared by the system’s actuary and contained in Table |. Table |
incorporates the same assumptions used by the actuary in determining contribution rates.
Under these assumptions, total contributions currently and for the foreseeable future exceed
benefit payments. Thus, the fund could be expected to experience no net outflow and should
continue to grow in size for along period of time. Sensitivity analyses of the projections indicate
there may be some chance that a smal! portion of investment earnings (no more than one-
tenth) would be needed after fiscal year 1991 to cover benefit payments. Even in such cases,
the size of the fund and its earnings would continue to grow.

Further insight into the current and probable future condition of the system can be gained from
examining Table Il. The system has more or less average membership characteristics
indicating that it may be closer to seeing its net contribution infiow evaporate, comparedto a
fund with a relatively low percentage of retired members. A provision for normal retirement after
20 years of service, compared to 30 years for many plans, is one factor elevating the system'’s
percentage of retirees.

The table also indicates that the system is extremely well funded, its assets being only 1.2%
short of accrued benefits, compared to 19.5% short for U.S. public pension funds on average.
The higher than average spread of the assumed rate of return over salary increases is based
on the substantial portion (40 percent) of the fund invested in equities, with their higher than
average expected returns, balanced by a relatively high book yield of 9.89 percent on the
remaining fixed income portion of the fund. The assumed spread also reflects the dimmer
prospects for salary increases as State petroleum revenues decline and budgets tighten.
Thus, the fund is in very good condition and can expect to do well in the next few years with
only a small and somewhat uncertain need for cash flow from investments to pay benefits.
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Average Age of Active Members 41.34 40.7

Average Years of Credited Service 10.46 10.8
% of Total Members Retired 26.6% 26.6%
% ot Active Members Vested 49.3% 50.5%
Period in Years to Amortize

Unfunded Accrued Benefits 25 26.4
% of Accrued Benefits Unfunded 1.2% 19.5%
Spread of Actuarial Rate of Return 2.5% first 1.9%
Assumption Over Salary Increase 5 years;

Assumption 3.5% thereafter

' “Actuarial Valuation as of June 30, 1988, “William M. Mercer-Meidinger, Inc.
2 “Public Pension Funds 1988," Greenwich Research Associates, Gresnwich, Connecticut

For purposes of establishing investment policy, it is the perpetual nature of the fund and its
current and probable future condition of net cash inflows that are the most important
characteristics. The long time span before any significant net cash flow is required from
investments gives the fund the luxury to make investments which should enjoy higher returns
over the long-run, although they may be slow to materialize, or be erratic in the short-run, and
it allows greater use of investments which may experience substantial fluctuations in value.
The character of the fund expands the universe of investment possibitities and increases the
potential for achieving higher returns on the investments.

The primary objective of the investment policy is to maximize the returns on the funds' total in-
vestments over a long time span without undertaking an unreasonable degree of risk of
reducing the principal of the funds or of realizing the lower returns which would necessitate
raising the contribution levels. Higher investment returns over the years mean, at least initially,
a larger fund. A larger fund size relative to a retirement system’s liability for future benefit
payments is the beneficiaries’ best security that the pensions will be paid when they are due.
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Returns which average higher than the actuarially assumed returns (currently 9 percent)
eventually lead to either increases in pension benefits or decreases in the amounts of annual
contributions. This tends to bring the size of the fund back closer to the present value of
accrued benefits,

In line with this objective, the general investment policy is to emphasize equity investments.
Equities are expected to provide, and histerically have provided, the highest returns over long
periods of time, even though equity returns are subject to substantial variation over shorter time
periods. Currently, equity investments include domestic and foreign common stocks and real
estate equity funds. The rest of the fund is invested in fixed amountinvestments, primarily U.S.
Treasury securities but also including corporate bonds and real estate mortgages. For similar
reasons as the emphasis on equities, fixed amount investments emphasize longer-term
instruments whose market prices are subject to greater fluctuation but yield more over the long-
run than shorter-term investments. Table |il indicates the long-term historical experience on
investment returns that underlies this policy.

Domestic Common Stocks 10.0%
Long-Term Corporate Bonds 5.0
Long-Term U.S. Treasury Bonds 4.4
U.S. Treasury Bills 3.5
Inftation 3.1

Source: Ibbotson Associates

The most important aspect of implementing the fund’s investment policy is the decision as to
how much of the fund's assets are to be placed in various classes of investments (the asset
allocation decision). By far the majority of the investment returns are attributable to asset
allocation decisions as opposed to the choice of independent management firms or choice of
individual securities or investments within an asset class.

Table IV presents ranges for various asset classes as a percentage of the total fund that have

been established to guide the asset allocation decision. The table also shows the asset
allocation at the end of fiscal year 19889.
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Equities 30% 40%

Common Stocks 20 34
Domestic 16 28
International 4 6

Real Estate 4 6

Fixed Income 30 70 60

Marketable Securities 18 70 54

Mortgages 0% 12% 6%

Table V presents the asset allocations as of the end of the last five fiscal years. Th.e table shows _the
increasing emphasis on stocks and long-term corporate bonds, an outgrowth of the investment policy.

Real Estate Equities 7.3% 5.7% 6.0% 6.5% 5.8%
Domestic common stocks 16.7 25.0 30.6 269 276
International common stocks 3.0 6.4 102 6.9 6.4
Total Equities 27.0 371 46.8 40. 39.8
international Debt 1.8 - - - -
Corporate Debt 29 10.2 9.0 10.9 11.1
Treasury Debt 26.5 275 288 33.2 32.8
Money Markets 17.4 9.0 6.1 L7 98
Total Marketable Debt 48.6 467 43. 518 53.7
Mortgages wIrs il i — i
TOTAL FUND 100.0% 1006.0% 100.0% 100.0% 100.0%
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The Economy in Fiscal Year 1989

At the end of fiscal year 1989, the U.S. economy began to show evidence of a slowdown as
it responded to the gradual tightening of monetary policy undertaken by the Federal Reserve
Bank since the spring of 1988. The economic data pointed to weak consumer spending on
autos and housing, flat industrial productivity, and a rise in the exchange value of the U.S.
dollar, which slowed export growth.

A slowing economy was also reflected in the fixed income market. During the second half of
fiscal year 1989, long-term U.S. Treasury yields fell to 8 percent from previous levels of over
9 percent. The strength in the fixed income market demonstrated the anticipation by investors
of slow economic growth, stable inflation and low interest rates. Over the course of the whole
fiscal year, long-term Treasury bond prices rose 7.4 percent and long corporate bond prices
rose by 5 percent.

The stock market experienced a major advance during fiscal year 1989, especially in the last
quarter when it posted an 8.8 percent return on the Standard & Poor's 500 index. However,
takeover stocks were among the strong performers , indicating an element of speculation in the
market's rise. For the year as a whole, the Standard & Poor's 500 index enjoyed an 20.5
percentincrease. On the international front, the strength of the U.S. dollar adversely affected
the returns on international equities. The Europe, Australia, Far East (“EAFE") index returns
were -6.2 percent for the last quarter, reducing the total return for the fiscal year to 9.5 percent.

Investment Returns

Tabie VI presents the annual rates of return for the fund by asset class for each of the last five
fiscal years and for the entire period. An auditor's opinion accompanies the table. Tabie VI
presents the same information for individual investment adviser firms managing fund assets
invested in common stocks. The rates of return are total returns. Total returns include
unrealized changes in market vaiue as well as income earned and realized gains or losses.

Table Vlindicates that the rate of return on domestic common stocks during the five year period
barely exceeded the returns on marketabie debt securities. Thisis quite different from the gen-
eral historical experience shown in Table Ili. As indicated by that table, over a long time span,
stock returns have exceeded fixed income returns (bonds and bills) by 5 to almost 7 percent
per annum. The fund's recent experience in this regard is largely due to the unique historical
occurrence of record high inflation rates in the late 1970’s and early 1980's. The high inflation
caused the Federal Reserve to push interest rates to record levels in order to squelch runaway
prices. inthe latter part of the 1980's, as inflation and interest rates receded from these record
highs, bond prices soared, producing record high returns.

Inthe future, a return to the more normal situation of significantly higher returns on stocks could
be expected. Forone thing, interestrates cannot fall below zero, so there is a limit to the return
on bonds due to market appreciation. In addition, inflation and interest rates are not expected
to again reach anytime soon the record levels that rade extraordinary bond returns possible.
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KPS Peat Marwick

Certified Public Accountants

Peat Marwick Main & Co.
801 West Bftr Avenue
Suite 200

Anchcrage, AK 99500

Independent Auditors' Report

State of Alaska
Department of Reverue
Divisian of Treasury:

We have audited the accompanying schedule of total rates of return for the
Teachers' Retirement Trust Pund (Fund), covering marketable debt securities,
domestic common stocks, international! common stocks, real estate equitles and
mortgage loans for the period from July 1, 1984 to June 30, 1989 and for each
of the years In the five year period ended .une 30, 1989. Thig schedule is
the responsibility of the Fund's management. Our responsiblility is ro express
an opinion on this schedule based on our audit.

We conducted our audit in accordance with standards escablished by the
American Tnstitute of Certified Public Accountants. Those standacds require
that we plan and perform the audit to obtain reasonable aasurance about
whether the schedule is free of material misstatement. An audit includes
examining, on a test basis, the underlying data from which the total rates of
return are calculated, as well as the calculations themselves. An audlit also
includes assessing the basic assumptions used by management in making the cal-
culations and the overall presentation of the total rates of return. We
believe that our audit provides a reasonable basis for our opinlon.

In our opinion, the schedule referred to azbove preseats falrly, in all
material respects, the total rates of return for the Teachers' Retirement
Trust Fund for the period from July 1, 1984 to June 30, 1989 and for each of
the vears In the five year period ended June 30, 1989, computed in accordance
with the measurement and disclasure criteria set forth in the notes to the

schedule. 7"% % | Mm‘l’ 4‘

November !6, 1989

Muribar Fren gt
KNervnlit Pral Mt o Goerdeler
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Marketable securities:

See accompanying notes to schedule of total rates of return.

Equity:
Domestic common stocks 29.7% 37.5% 196% (7.3)% 17.6% 15.3%
International common stocks 17.7 91.8 389 {4.9) 9.4 25.2
Total equity 28.0 46.1 236 {6.8) 16.0 17.1
Debt 30.1 24.2 4.3 7.5 14.3 15.2
Total marketable
securities 29.6 31.3 12.2 9 15.0 15.9
Real estate:
Equities 9.6 81 53 6.3 81 7.5
Mortgage loans 12.9 12.1 8.6 11.7 12.5 11.7
Total real estate 12.1 111 80 9.0 10. 10.3
] ] T | | I
Total Fund investments 23.2 255 11.4 2.1 14.4 14.6
] L] T ] L | [ ]
Equity investments (note 3) 217 36.9 20.8 {5.1) 4.7 15.1
Fixed income investments
{note 3) 23.7 20.5 5.1 -84 141 144
Total Fund investments 23.2% 25.5% 11.4% 2.1% 14.4% 14 6%
S — — M ] [ ]
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(3)

STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY
TEACHERS’ RETIREMENT TRUST FUND

Notes to Schedule of Total Rates of Return
Period July 1, 1984 to June 30, 1989

General

The Teachers’ Retirement Trust Fund (Fund) represents the investment portfolio of the
State of Alaska Teachers' Retirement System (TRS). Investments of the Fund include
marketable debt securities, domestic common stocks, international common stocks,
real estate equities and mortgage loans.

The market values utilized in the total rates of return calculations are determined as fol-
lows:

Marketable Securities

Determined at the end of each month by the custodial agents. The agents’
determination of market values involves, among other things, using pricing
services or prices quoted by independent brokers.

Mortgage Loans

Determined by adjusting purchased yields to the current secondary mortgage
market conditions established by the MGIC Investment Corporation. Market vaiue
has also been reduced by a loan loss provision for uncollectible problem loans.
Real Estate Equities

Valued by the various companies managing the funds.

Calculation of Total Rates of Return

The Fund uses a doliar-weighted rate of return formula described below, which is
generally referred to as an internal rate of return formula.

The total rate of return represents the annually compounded rate of return that discounts
the year-end market value of an investment portfolic and that year's cash flows in and
out of the portfolio back to the portfolio’s market value at the beginning of the year.

The historical total rates of return may not be indicative of future total rates of return.
Attention should be drawn to the fact that other performance calculation methods may
produce different results and that comparisons of investment results should consider
qualitative circumstances and should be made only to portfolios with generally similar
investment objectives.

Equity Investments and Fixed Income Investments
Included as equity investments are domestic and international common stocks and real

estate equities. Included as fixed income investments are marketable debt securities
and mortgage loans.
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The performance of the marketable securities classes of the fund's investments can be gauged
by comparison to market indices contained in Table Vil and from the percentile rankings in
comparison with other large pension funds contained in Tabie 1X.

As seenin Table IX, the rankings of domestic and international common stock investments, at
the 53rd and 57th percentiles respectively, have averaged a bit below the median performance
(50th percentile) of other large funds over the five year period. Moreover, rates of return for
common stocks, as shown in Table VI, have lagged behind the market averages shown in
Table VIIL. In part this lag is attributable to the stage of the stock market cycle embraced by
the five year period under consideration. The common stock returns for the fund include the
money marketrates on the cash normally held by most active stockmanagers. The cashallows
them to take advantage of buying opportunities. In contrast, the market indices reflect a fully
invested position at alitimes. This makes it more difficult for active managers to beatthe market
during an up leg of a cycle, but easier on the down side. Holding cash is also a handicap in
general over long time spans since the market's general trend is to increase in value over time
as economic growth takes place.

Several changes have been initiated in the management of domestic common stocks that may
improve performance in the future. At the beginning of fiscal year 1989, a domestic common
stock index fund managed by State Street Bank & Trust was initiated. Halfway through the
year, four new active managers were added. The markedly higher rates of return for the new
active managers shown in Table Vil should be viewed with the recognition that stock markets
did much better in the second half than in the first half. The Standard & Poor's 500 increased
at an annual rate of 35.8 percent in the second half compared to 6.9 percent in the first halt.
Another change was the negotiation of performance-based fees for all active managers except
Lehman Ark Management and their initiation in January, 1989.

With respect to international common stock, a competitive selection of managers is expected
to be undertaken in 1990 after first establishing by contract a custodian bank for international
investments. The custodian bank is necessary to consider non-bank investment adviser firms
as managers, since such firms do not provide custody services.

During the last five fiscal years, performance of investments in marketable debt securities has
been in the upper third of the rankings, on average, as indicated by Table IX. The table also
indicates that performance for total marketable securities has been above the median, on
average, during the five year period.

A significant factor in the marketable debt and overall marketable securities performance is the
longer than average maturities of debt instruments held by the fund. Table X compares the
average maturity of the fund's marketable debt to the median of state retirement funds over
$500 million in size.
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1985 9.3 9.8

1986 11.2 9.3
1987 17.4 9.4
1988 16.5 9.5
1989 13.3 9.5

Source: SEI Corporation

Real estate equities have produced the lowest returns for the fund during the period 1985-89.
Inthe late 1970's and early 1980's, strong inflation resulted in rapid appreciation of real estate,
as it did for other hard assets. Combined with extraordinary tax incentives for real estate
investments, the run-up in real estate prices produced very high returns to investors. Tax-
exempt investors such as pension funds could fully benefit from this market movement, as well
as private investors. Tax-exemptinstitutions could carve out a share of the tax benefits through
joint ventures with taxable parties, in addition to benefiting from the general bidding up of
property values by taxable investors.

For institutional investors such as pension funds which would hold real estate as part of aport-
foiio of various classes of investments, real estate also offered the attraction of increasing di-
versification. Diversification into real estate was particularly desirable because real estate
rates of return have had a very low correlation with returns from other classes of investments.
This meant much less volatility in returns for the total portfolio. So overall, real estate seemed
to be the perfectinvestment -- offering the highest returns but also lowering risk more than other
investments.

These powerful stimuli led to excessive amounts of capital being made available for financing
real estate, rampant speculative construction, and ultimately the severest overcapacity the in-
dustry has seen. The inevitable downturn in the cycle was acutely more pronounced as a result
of the Tax Reform Act of 1986 which eliminated or strictly curtailed most of the tax benefits for
real estate investments.

The supply of reai estate is highly inelastic in the short-run, due to its long lead times fo.r con-
struction and its fong duration once constructed before it's finally "consumed" and demolished.
Thus, real estate cycles are among the longer of economic cycles. Even in the face of the
current prolonged economic expansion, reai estate markets remain difficult. Eventually, real
estate returns should improve, but absent the return of a highly inflationary environment and
liberal tax incentives, real estate is not expected to yield the heady returns that formerly
characterized such investments.

Table Xl contains the returns for real estate equity managers for the last five years while Tables

XIi and Xlli show the diversification of the managers' real estate investments geographically
and by property type.
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The total return measurement for real estate mortgage investments in Table VI is of limited
usefulness. These investments are not readily marketable and they are expected to be heid
to maturity. In this case, the realized rates of return may be more pertinent. Realized returns
include the interest on mortgage loans and any realized gains or losses on disposition of
foreclosed properties but exclude changes in market value. Table XIV shows thatthe realized
rates for mortgages have been declining.

In part, this is due to the fact that interest rates have deciined from the early 1980's. This
resulted in lower mortgage returns due to lower interest rates on new purchases. More
importantly, since new purchases stopped essentially in fiscal year 1986, heavy payoffs of
mortgage loans made at high rates in the early 1980's pushed the average yield down on the
remaining mortgage portfolio. Most of the payoffs came from refinancings with other lenders.
Table XV reflects these activities.

Flsda

| Year Réallzed Return
1985 12.9%
1086 11.2
1987 13.0
1988 10.3
1989 9.2
1985-89 11.7%
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Mortgage returns have also been hurt since fiscal year 1986 by heavy delinquencies and
defaults resulting from the Alaska recession. The mortgage loans have been highly concen-
trated inside Alaska. At June 30, 1989, only 6.9 percent were secured by property outside
Alaska.

Tables XV and XVIshow the history of the fund's delinquent loans and real estate owned. The
percentages for delinguent foans and real estate owned are magnified by the fact that the
mortgage loan portfolio has been shrinking, as shown in Table XVII, with the shrinkage coming
from good, commercially-viable loans paying off while the bad loans remain with the fund.
Nevertheless, liquidation of real estate owned, with the exception of one property, has resuited
to date in a net gain for the fund, disregarding the opportunity costs of invested funds. Thisis
shown in Table XVII. '

As the 88 properties currently owned by the fund and additional foreclosures of delinquent
loans are disposed of, losses are expected overall, given the current state of the Alaska
economy. The current estimate of loss is reflected in the $5,417,000 loan loss allowance
applied against the value of mortgage assets on the fund's books.

1982 935 NA NA
1883 772 280 82
1984 813 707 75
1985 725 508 127
1986 328 1,145 ' 231
1987 7 1,237 406
1988 0 255 491
1989 0 160 556
Note:

' Loans 60 or more days delinquent plus real estate properties owned ("REQO").
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1983
1984
1985
1986
1987
1988
1989

Note:

2.5%
1.6
3.1
7.5
18.7
229
29.2%

1.0%
1.0
1.2
1.2
5.1
8.9

12.0%

3.5%
26
4.3
8.7
24.7
31.7

41.2%

' Percentages ate the percentages of total loans and REQ.

$42
2.9
6.2
12.7
229
236

$27.3

$18
1.9
24
2.1
59
9.2

$11.2

$6.0
4.8
8.6
148
28.8

32.7

$38.6

1980
1981
1882
1983
1984
1985
1986
1987
1988
1989

$318.4
387.0
464.3
561.2
689.7
811.8
987.2
1,178.2
1,261.1
$1,385.2

$1231
134.9
156.2
169.8
i85.4
201.8
169.7
116.4
103.0
$93.7

38.7%
34.2
33.7
29.8
26.9
249
17.2
99
8.2
7.0%
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1981 5 $64,957.31
1982 5 (26,602.30)
1983 4 93,446.21
1984 6 29,590.55
1985 4 73,507.64
1986 1 (1,184,604.54)
2 (37,264.77)

1987 8 107,108.92
1988 11 (256,122.10)
1989 15 (5,398.86)
61 $ (1,130,584.22)

Importance to Beneficiaries of Investment Policy and Returns

Investment income is of paramount importance to a pension plan. A study by Frank Russell
Co. indicates that, over the life of a defined benefit plan, at least 80 percent of the benefits paid
come from investment income, and only 20 percent from contributions. For any given
participant, about 60 percent of the investment income accrues after retirement when
contributions have ceased.

The current importance of investrent income to the fund and its beneficiaries can be seen in
the fact that investment income totaled $561.2 million for the fiscal period 1985 to 1989 while
assets grew $737.8 million in book value. Total investment income exceeded contributions as
a source of growth.

Table XIX shows the growth of the Teachers' Retirement Trust Fund for the period and the
sources of that growth. Noteworthy is the fact that contributions have declined while benefits
have increased. This has been possible due to total returns averaging 14.6 percent per annum
over the period, well in excess of the 9 percent! on which contributions are based.

' The actuarial rate of return is technically calculated on a different basis than the total return concept. The
actuariaf rate involves valuation of fixed income assets at cost rather than market and determines market
values using a three year moving average of the ratio of market to book value.
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Also noteworthy is the fact that net contributions (i.e., contributions minus benefits} have
dwindled to almost nothing. Should a significant portion of investment income be required in
the future to meet benefit payments, there would be important implications for investment
policy. Asset allocations could then be expected to favor fixed income investments more than
would otherwise be the case, in order to lend greater stability to cash flows. However, as
discussed under the section on investment policy, actuarial projections do not indicate a
likelihoed of significant reliance on investment income to meet benefit payments.

The main concern of beneficiaries in regard to the fund is whether the size of the fund is keeping
up with the growth in the present value of the benefits likely to be paid in the future. Table XX
presents two measures of this key relationship.

1977 83.3% NA
1978 66.9 NA
1979 71.9 NA
1980 66.9 NA
1981 79.1 NA
1982 76.9 NA
1983 79.7 NA
1984 83.9 NA
1985 81.6 83.1%
1986 83.2 102.3
1987 101.2 107.6
1988 98.8% 100.6%
Sources:

' Actuaral Valuation Repart; William M. Mercer Meidinger Hansen, Inc. various years

2 Independent Auditor's Reporl, Teachers’ Retirement System,; June 30, 1989

The ratios in Table XX are a comparison of the Teachers' Retirement Trust Fund assets to the
present value of benefits projected to be payable in the future. The difference between the
ratios is that the Governmental Accounting Standards Board (“GASB") ratio values the assets
as of the year end while the actuary uses a three year moving average.

Within these last five years, the system has achieved full (or more than full) funding for the first
time since its inception. When the retirement plan was initiated, a funding gap was created by
credits granted for employees’ service prior to the plan’s start-up. The other factors that create
or perpetuate a funding gap are retroactive benefitincreases, actual experience less favorable
than actuarial assumptions, and any deficiency in payment of actuarially required contribu-
. tions.
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Achievement and maintenance of full funding is the best assurance beneficiaries have of
receiving the benefits to which they are entitled. At least one court? has held that employees
have a vested property right to amounts deposited in a retirement trust fund. In the future,
investment policy and returns will be ever more critical to maintenance of full funding as
investment returns loom ever larger in the flow of funds. Table | projects investment eamings
to constitute almost 75 percent of the total inflow to the fund by fiscal year 2003, compared to
approximately 60 percent in fiscal year 1989.

Investment returns in excess of funding requirements lead to either increased benefits or
reduced employer contributions, usually both. Absent enactment of legislation increasing
statutory benefits under the plan, retired employees still can benefit directly from high
investment returns through Post Retirement Pension Adjustments (“PRPA’s”). These are
increases in retirement annuity payments granted to offset the effects of inflation. They are to
be granted each year by the Commissioner of Administration if the condition of the Teachers’
Retirement Trust Fund permits. Table XXI| traces the PRPA's that have been granted.

1967 1.5%

1968 15

1969 15

1970 1.5

1971 1.5 (compounded)
1972 1.5 (compounded)
1973 1.5 {compounded)
1974 3.0 (compounded)
1975 none

1976 none

1977 0.0

1978 4.0

1979 4.0

1980 4.0

1981 4.0

1982 4.0

1983 none

1984 4.0

1985 4.0

1986 4.0

1987 hone

1988 4.0%

2

West Virginia Supreme Court. 1988. Dadisman V. Moore, et al (Case No. 18343).

Charleston, West Virginia.
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Beyond the use of high investment returns to augment benefits, their use to reduce employer
contributions can in some ways be seen to be of benefit to employees. Lower contributions can
be expected to increase the willingness and ability of employers to make the required
payments. A reduced pension burden on employers increases the security of benefits being
paid. Of course, greater security could be had by leaving the amounts in the fund to maintain
an overfunded status. Also, the Constitutional obligation of employers to provide the benefits
makes the question of security less compelling. This is especially so for employers with the
power of taxation. If nothing eise, reduced contributions may increase the possibility of
eventual statutory amendments to provide greater benefits.

Table XXl displays employer contribution rates for the system since 1980. The fiscal year 1991
rateis only abouttwo-thirds of the rate in the peak year of fiscal year 1985. Rates are infiuenced
by many other factors besides investment eamings. The difference between the 1991 rate and
the peak rate in 1985 would represent a savings of over $20 million if applied to the most recent
covered payroli reported in the System's financial statements.

1980 14.90% 1986 17.76

1981 15.74 1987 13.76

1982 16.84 1988 13.76

1883 16.890 1989 11.63

1984 17.42 1980 11.64

1985 17.96 1991 12.27%
Notes:

1

Combined rate for employer and State match.
2

Changes in actuarial methods and assumptions for the years shown have been as follows:

The actuarial funding method for the years through June 30, 1984 was attained age normal. Effec-
tive July 1, 1984, the Plan adopted the projected unit credit actuarial funding method,

Effective July 1, 1980, the plan adopted new actuarial assumptions. The assumed rate of earnings was
increased from 6% to 8% peryear. The salary increase assumption was changed from 6% per year until
age thirty-nine and 5% per year thereafter to 8% for the first five years of employment and 7% thereafter.
Health care cost inflation was set at 8%. Turover and disability assumptions were revised based upon
actual experience in 1980 through 1981.

Effective July 1, 1986, the plan adopted new actuarial assumptions. Actuarial funding surpluses are
amortized over five years rather than twenty-five years. The assumed rate of eamings was increased
from 8% 10 9% per year. The salary increase assumption was lowered to 6.5% per year for the first five
years of employment and 5.5% per year thereafter. Health care cost inflation was increased to 9%.
Turnover and disability assumptions were revised based on actual experience in 1981 through 1985,

The amortization period for the unfunded accrued benefit liability was changed from thirty years to
twenty-five years effective July 1, 1981.

Source: Actuarial Valuation Reports, William M. Mercer Meidinger Hansen, Inc.
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One sense of the scope of the beneficiaries’ interests at stake can be gained from the size of
the Alaska retirement funds under management by the Department of Revenue in comparison
to other tax-exempt funds. Table XXIIl shows the ranking of the combined Public Employees’
and Teachers' Retirement Trust Funds relative to the assets of other tax-exempt funds.

Corporate Pension Funds 34 9293

Public Pension Funds 37 506

Union Pension Funds 4 868

Endowments 2 (Alaska just ahead 492
of Harvard)

Foundations 1 (Ford Foundation) 593

Source: The Money Market, Directory of Pension Funds and their Investment Managers, 1989,
McGraw-Hifl.

One of the most important duties of the Commissioner of Revenue -- as a result of the fund's
trust character, the scale of its assets, the fund's heavy and growing reliance on investment
returns, and the importance of superior returns for increased security and benefits for
beneficiaries -- is the determination of investment policy and the expert implementation of that
policy in the interest of the fund’'s beneficiaries. This report is one means of assuring the
performance of those duties. An informed system membership may be the best safeguard of
beneficiaries’ interests over the long run.

Supplementary Fiscal Year 1989 Information

Appended are three schedules containing supplementary information on the Teachers’
Retirement Trust Fund for the fiscal year ended June 30, 1989. Accompanying the schedules
are an independent auditor's report on, and notes to, the schedules.

The Report of Assets shows the amounts that were invested in different types of investments
{(book value) and their respective market values and expected annual income flows. The fund's
equity investments have relatively low income yields because the income estimates do not
include the highly variable capital gains which are usually realized annually on those
investments. When capital gains are included, equity investments normally have higher total
returns than fixed income investments. On June 30, 1989 the fund’s market value of $1,544
million exceeded its book value by $116 million and its income from investments, excluding
capital gains, is expected to be about $107 million in the current fiscal year.

The second schedule, Reconciliation of the Fund’'s Book Value for the Fiscal Year, shows

sources of the fund's growth in book value during the year. This statement reflects contribu-
tions net of benefit payments.
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The third schedule, Distribution of Investment Returns by Asset Categories, shows the fiscal
year's realized investment returns on each of the different types of investments. Returns on
the fixed income investments, which constitute 59 percent of the entire fund, are rather stable
and do not vary much from year to year. Equity returns, on the other hand, are highly variable
on a year-to-year basis because capital gains can be such an important element of their total
returns. This last schedule indicates realized capital gains were the dominant part of common
stock returns during 1989. Over the last sixty-two years, capital gains, including unrealized as
well as realized gains, have averaged slightly more than half of total returns on common stocks.

The realized rates or return shown in the third schedule are of limited relevance for a fund such
as this with a long-term investment herizon. They are included as supplementary information.
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KPMG Peat Marwick

Cerrified Public Accountants

Peat Marwick Main & Co.
BO1 West Filth Avenoe
Suare 700

Anchorage, AK 99501

Independent Auditors' Report

State ol Alaska
Department of Revenue
Division of Treasury:

We have audited and reported separately herein on the financial statemencs of
the Teachers' Retirement Trust Fund (Fund) as of and for the year ended
June 30, 1989.

Our audit was made for the purpose of forming an opinion on the basfc finan-
clal statements of the Fund taken as a whole. The supplementary information
included in Schedules 1 through 3 is presented for purposes of addirional
analysis and is not a required part of the basic financial statements. Suach
supplementary information on Schedules 1 and 3 has been subjected to the
auditing procedures applied in the audit of the baasic financlal statemenrs
and, in our opinion, is fairly srated in all material respects In relation to
the basic financlal statements taken as a whole. We did not audir the infor-
mation on Schedule 2 related to contributions received and receivable and,
accordingly, do not express an opinion on ir.

August 26, 1989

Membe: Frm o
Ry ¢ PRIr Ktamaick Gomidried
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Equities {(external managers):

Real estate equities 6% $ 79340 88,738 4,237 5.34%

Domestic common stocks 27 391,992 423,898 16,699 4.26

International commeon stocks__ 7 94 045 98 147 2.925 3.1
Total equities 40 565,377 610,783 23,861 4.22

Fixed income (Treasury managed):

Mortgages 6 88,235 93,826 8,665 9.82
Corporate debt 11 160,496 169,248 16,290 10.15
U.S. Treasury debt 31 445,028 501,343 45170 10.15

Money market issues 11 150,468 _ 150.889 13.347 8.87
Total fixed income 59 844 227 915.306 83.472 9.89

Total investments 99 1,409,604 1,526,089 107,333 7.61
Cash (interest earning) — 516 516 44 8.50
|

Total investable assets 99 1,410,120 1,526,605 $ 107377 = 761%

Net accruals receivable 1 17,237 17,237
Contributions receivable - 158 158
| A B

Total fund assets 100% $ 1,427 515 1,544,000

See accompanying notes to supplementary information.

4.77%
3.94
2.98
3.91

9.23
9.63
9.01
8.85
9.12
7.03
8.50

7.03%
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Investment returns:
Income earned and received $ 80,482
Capital gains realized 26.109
Total returns received

Accrued income receivable 18.441
Total returns receivable

Total investment returns

Less investment expenses
Net investment returns

Net contributions received
Net contributions receivable

Net change in book value
Fund’s book value at June 30, 1988

Fund’s book value at June 30, 1984

See accompanying notes to supplementary information.

106,591

441
125,032

— (2.632)
122,400

6,906
— 158

129,464
1,298,051

$1427515

62.2%

824
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Equities (externally managed):

Real estate $ 3,692 - 3,692 - $ 3,602 4.66%
Domestic common stocks 14,394 27,650 42,044 1,204 43,248 11.68
tnternational common stocks 2710 _4.158 6.868 - _6.868 7.52
Total equities 20,796 31,808 52,604 1,204 53,808 9.95
Fixed income (internally managed):
Morigages 7,483 - 7.463 - 7,463 8.01
Other debt issues 52223 (5,699} 46,524 17,237 63,761 8.75
Total fixed income 59,686 (5,699) 53,987 17,237 71,224 8.67
B ] I ]
Total Investment Returns $80,482 26,109 106,591 18,441 $125,032 9.17%.

See accompanying notes to supplementary information.
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Teachers’ Retirement Trust Fund
Notes to Supplementary Information
June 30, 1989

The Fund

The Teachers’ Retirement System is a multiple-employer, cost-sharing, defined-benefit, joint-
contributory system established by the State of Alaska for the payment of retirement, disability,
health and death benefits to or on behalf of qualified teachers employed by the state,
municipalities, school districts, or other political subdivisions of the state. The Teachers'
Retirement Trust Fund (Fund) is a separate fiduciary trust fund established by state statutes.
The Commissioner of Revenue is the trustee of the Fund and is responsible for the custody of
the assets and for investing the Fund in the best financial interests of the beneficiaries.

(1) Summary of Significant Accounting Policies

The accounting and reporting policies for the Fund conform to generally accepted
accounting principles. The more significant accounting policies are as follows:

1.

2.

Fiscal year figures are for the Fund's fiscal year ending June 30.

Net contributions reflect the amounts the Fund received from the Division of Retirement
and Benefits and represent the contributions by employees and employers less the
amounts of benefits paid or refunded.

Dividend income on domestic common stocks is accrued on their ex-dividend dates.
Interest income on domestic debt securities is accrued as earned.Interest income is
shown net of amortization of premiums and accretion of discounts. Accrued interest
purchased is charged against income at the time of acquisition. International dividends
and interest are recognized for income purposes upon notification by the custodian
bank.

Book value is stated at cost except that the book values of marketable domestic debt
issues are adjusted for amortization of premiums and accretion of discounts. Gains or
losses on the sale of marketable domestic debt issues are determined on a specific lot
identification basis, and gains or losses on the sale of shares in the Consolidated
Domestic Equities Fund are determined on an average lot basis.

Investment management costs are separately charged to the Teachers’ Retirement
System and are not deducted from operating income at the time income is received.

(Continued)
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Teachers’ Retirement Trust Fund
Notes to Supplementary Information

6. Investments are stated on a trade date {ownership) accounting basis, including
unsettled transactions as follows: sold securities at proceeds amounts for both book
and market values; purchased securities at cost for book value and at closing market
prices for market value. Gains and losses on sold securities are recognized as of the
trade date.

Market Value

The market value of marketable securities is determined by the custodial agent on the last
business day of each month. Real estate equities are valued by the managing firms. The
market value of the mortgage investments is estimated by reference to the current secondary
mortgage market conditions as reported by the MGIC Investment Corporation. Their estimate
is of limited applicability because of the illiquid status of those investments.

investments

The Fund's deposits and investments are categorized below pursuant to the Governmentai
Accounting Standards Board (GASB) Statement No. 3 and GASB Technical Bulletin No. 87-
1 to give an indication of the level of safekeeping risk assumed by the Fund at statement date.
The Treasury Division does not concur in the interpretation which places international cormmon
stock investments under Category 2 rather than Category 1.

Deposits

1. Insured or collateralized with securities held by the state or by its custodian in the state’s
name.

2. Collateralized with securities held by the pledging financial institution's trust depart-
ment or custedian in the state’s name.

3. Uncollateralized.
Invesitments

1. Insured or registered for which the securities are held by the state or its custodian in the
state's name.

2. Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust department or agent in the state’s name.

{Continued)
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STATE OF ALASKA, DEPARTMENT OF REVENUE
DIVISION OF TREASURY

Teachers’ Retirement Trust Fund
Notes to Suppiementary Information

3. Uninsured and unregistered investments for which the securities are held by the broker's or
dealer's trust department or agent not in the state’s name.

Deposits:
Cash (interest earning) $ 516 -
Investments;
U.S. Treasury debt 445,028 - -
Corporate debt 160,496 - -
Domestic common stock 391,992 - -
International common stock - 94,045 -
Money market issues 150,468 - -
Mortgages 88,235 - -

Real estate equities 79,340 - -
Financial futures -

$ 1,316,075 94,045 -

External Investment Management

Domestic common stocks are assets of the Fund consisting of shares in the Consolidated Domestic
Equities Fund currently under external management by contracted managers who have been directed
to emphasize domestic corporate common stock investments. International common stocks are assets
of the Fund currently under external management by contracted managers who have been directed to
emphasize international corporate common stock investments. Real estate equities are assets of the
Fund consisting of units or shares in real estate equity funds which are under external contracted
management by various companies.

Yields

Yields on United States Treasury issues and Corporate Fixed Income issues reflect weighted average
yields-to-maturity based on either cost values or market vaiues. Yields on domestic common stock,
international common stock, and money market issues reflect current yields based on sither cost values
or market values. The yields on mortgages reflect a weighted average yield to a ten year average
maturity based on cost values and market values. Yields on real estate equities reflect the annualized
realized monthly income as related to book values and market values. The yield on the average annual
book value is calculated using the average of the beginning and ending of the year book values.
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EMPLOYER CONTRIBUTION RATES
FISCAL YEAR 1989

Employer

Adak Region School District

Alaska Department of Education

Alaska Gateway School District

Alaska, University of

Alaska Geophysical Institute, University of

Alaska State Legislature

Aleutian Region School District

Anchorage School District

Annette Island School District

Association of Alaska School Boards

Bering Straits School District

Bristol Bay Borough School District

Chatham School District

Chugach Region School District

Copper River School District

Cordova School District

Craig School District

Delta-Greely School District

Dillingham School District

Fairbanks North Star Borough School
District

Galena School District

Haines Borough School District

Hoonah School District

Hydaburg School District

lditarod Area Schoo! District

Juneau Borough School District

Kake School District

Kashunamiut School District

Kenai Peninsula Borough School District

Ketchikan Gateway Borough School District

King Cove School District

Klawock School District

Kodiak Istand Borough School District

Kuspuk School District

Lake and Peninsula School District

Lower Kuskokwim Schooi District

Lower Yukon School District
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11.63%
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EMPLOYER CONTRIBUTION RATES
FISCAL YEAR 1989

Employer (continued)

Matanuska-Susitna Borough School District
National Education Association
Nenana School District

Nome School District

North Slope Borough Schoo! District
Northwest Arctic School District
Pelican School District

Petersburg School District

Pribilof Schoo! District

Railbelt School District

Saint Mary’s School District

Sand Point School District

Sitka Borough School District
Skagway School District

Southeast Island School District
Southeast Regional Resource Center
Southwest Region School District
Special Education Service Agency
Tanana School District

Unalaska School District

Valdez School District

Wrangell School District

Yakutat School District

Yukon Flats School District
Yukon-Koyukuk School District
Yupiit Schoo! District
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{Thousands)

{Thousands)

ACTIVE MEMBERS
As of June 30
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REVENUES
10 Year Comparison

{Millions)

LSS IR ECCINNS]

1980 1981 1982 1983

Investment Income (70.6%)

1984 1985 1986 1987 1988 1989

INCOME FOR THE YEAR ENDED
June 30, 1989
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DISBURSEMENTS
10 Year Comparison
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NET ASSETS

10 Year Comparison

{In Billions)
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